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GE Capital helped keep 
Esmark Steel in the family. 


Jim Bouchard says he knew what he wanted to do the day he toured a steel mill with his father at age five. So 
when Jim called his brother Craig and said/let's go build a steel company:' no one was surprised. In 2003 t the 
brothers started Esmork with just two employees, but quickly grew to become the fourth-largest American steel 
company with over 3,600 employees by 2008. GE Capital stood by the brothers as they expanded their business, 
providing growth capita! during a challenging time. Every day, GE Capital provides critical financing to thousands 
of companies like the new Esmark, helping support jobs and local economies. 

The American Renewal is happening. Right now. 



gecapitaLcom 
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ECONOMICS & POLICY 


OBAMA’S HEALTH-CARE WIN 

It took a roller- coaster 
14 months^ every ounce of 
political capital at President 
Barack Obama r s disposal, and 
a critical push from House 
Speaker Nancy Pelosi, but the 
health-care reform bill finally 
became law on Mar. 23 after the 
I louse passed it two days earlier 
by the thin margin of 219-212. 
Skirmishing now returns to 
the Senate, which is expected 
to approve T over bitter Repub¬ 
lican opposition, a package of 
changes to the original Senate 
bill that the Home adopted. GOP 
Leaders; predict that Democrats 
will pay a painful price in this 


year 7 ?; midterm elections, but the 
political fallout from the rnofit 
important piece of social legisla* 
tion in more than three decades 
is far from clear. Some of the 
bH\ J K most popular provisions— 
among them ， barring insur¬ 
ance companies from dumping 
customers after they become 
sick and letting children stay 
on their parents’ plans until age 
26 - will take effect soon, while 
more controversial elements will 
phase in slowly. Obama’s win 
could also give his Administra¬ 
tion impetus in grappling with 
other long-intractable issues, 
inchiding immigration and 
Social Security reform. 

IBW * PAGE 64 ^Obamacare^ Cost 
Scalper 


NEXT: FINANCIAL REFORM 

Once the health -care battle 
endft^ Congress will take up 
the cudgels over financial 
regulation. The Senate Banicing 
Committee on Mar. 22 reported 
out a bill on a straight party-line 
vote, it would create a Consum¬ 
er Financial Protection Bureau 
within the Fed, regulate some 
derivatives trading, and give the 
government more authority to 
seize firms whose failure could 
threaten the system. Liberal 
critics derided the legislation 
aK fatally watered down by bank 
lobbyists，while Republicans 
expressed alarm that regula* 
tors would be handed too much 
power. Leaders of both parties^ 
however, held out hopes; that a 


Pelosi after the 
health-care vole: 
Her skill was 
critical in pushing 
the bill through 
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THE BAR JUST GOT 
A LITTLE HIGHER. 


1 of 24 leading national money 
center banks and thrifts in the 
KBW Bank Index* 

A Top 30 U.S. Bank 
by market capitalization ** 

“This is a bank that can clearly 
stand on its own two feet.” 

- Ji/m Cramer, CNBC 今 

Investment-grade credit rating 
by S&P, Moody’s and Fitch. 

What does it take to grow while the industry is still in a state 
of flux? A rock-solid vision, inspired leadership and a company- 
wide commitment to deliver nothing but the best service to its 
customers. That's why First Niagara has maintained an unbroken 
record oi dividends and profits, increased business and consumer 
lending, and raised nearly one billion dollars of capital from our 
shareholders. We're growing 一 and can help you do the same. 

The power to get more out of your money. The power of [: irst Niagara* 


■ 1 NIAGARA 

Visit us at fnfg.com 


MEMBER FDIC 

* Keefe, Bruyette & Woods, Inc. has not endorsed the En formation con la i nod in Ihis presentation and accepts no res pons Ebi[ Ely for its contenl. 
TIk? KBW Bank Index Es a registered Lrademark of Koefe, BmyeLte & Woods, Inc. 

**Ranked as of 2/17/10. 

I lim Cm men Getting Back to Even (Simon & Schuster). 
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deal could be struck that would 
avoid another partisan dogfight. 

TECHNOLOGY 


GOOGLE PULLS THE PLUG 

On Mar. 22 the search king 
began directingu 5 ： er*i of its 
Chinese-language search engine, 
Google.cn T to an alternative page 
run from Hong Kong, outside 
the jurisdiction of China's strict 
censorship laws. The move, 
which corner two months after 
Google said cyber attacks against 
its computers had caused it to 
rethink its position in China, 
effectively ends a four-year effort 
to operate a search engine on the 
mainland. Soon after the closure 
of Googlexn, Chinese officials 
called the company’s actions 
“totally wrong/ 1 according to the 
official Xinhua news agency, and 
Google’s partners in China were 
expected to cancel allianceK. 

Meanwhile, in another 
closely watched China mat¬ 
ter, four executives of mining 
giant Rio Tinto pleaded guilty 
on Mar + 22 to accepting bribes 
from Chinese steelmakers. The 
pleas came as a surprise, since 
the executives had been accused 
of a different offense: trying to 
obtain secret information about 
the steel industry, A judge is 



expected to rule within weeks 
on the confessions and the com¬ 
mercial spying charges, 

1 BW 1 PAGE 32 Xlosmg for 
Business?'' 

Q "With Google Gone, Bafdu 
Rules China" 

bus ine ssweek.com/ma gazine 

STRATEGY 

A GIANT OFFERING 

It's the world’s biggest IPO in 
two years and Japan^ largest in 



THE OPTIMISM METER 

THE JOB OUTLOOK IMPROVES SLIGHTLY 

The Meter docked in at 54 on Mar. 23, up from 45 one 
month earlier, as the U.S. employment picture continued 
to improve. The average estimated unemployment rate for 
2010 is now 9.6%，down from 9.8% in late February t ac¬ 
cording to a Bloomberg survey of economists Developed 
by Sfoomfceip Business Week using data from pollster 
You Gov, the Meter is a proprietary measure of senti¬ 
ment and expectations, economic statistics, and market 
forecasts. evaluates shifts in outlook among individuals, 
professional investors, and economists in the areas of U.S. 
economic growth, jobs, equity markets, and real estate. 

Calculated using oonsumer polling, economic Forecasts, ar>d Financial markets 
dala; 0=lowest and 100=highest 

Data ： VquGov. Bhomborg BiisinGs^Wcok 


a decade. Dal-ichi Muttial life 
Insuraiice wiLLraise $ii billion 
in an offering that was priced on 
Mar, 23 in the middle of its fore¬ 
cast range. Prior to Dai-iclii's 
move, Japanese companies had 
raised $490 million in six IPOs 
this year, compared with 15 LLS. 
deals totaling almost $3 billion, 
aecOTtiing to Bloomberg data. 
Last year waft the worst in two 
decades for Japanese IPOs, The 
previous largest public offering 
in Japan was NTT DoCoMo’s 
listing in 199S, San Francisco^ 
based Visa raised $19.7 billion 
in 2008. 

S “DaHchi Raises $11 bilNon in 
Workfs Biggest IPO of 2010" 
bu sine ssweek.com/magazine 

FRO 酬腦 ON TOYOTA 

in the wake of extensive recalls 
of cars subject to unintended ac¬ 
celeration, Toyota’s reputation in 
the U.S. is badly dented, accord¬ 
ing to a Bloomberg National 
Survey* }u 5 ；t 49^ of 1,002 adults; 
in the Mar. 19-22 poll rated 
the carmaker as “favorable/’ 
and 44% aaid they definitely 
wouldn T t buy a Toyota within the 


A Chinese 
foundry: Did 
steel companies 
bribe Rto Tmto 
executives? 
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Las: year we took over 600 
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next year. Ford earned the high¬ 
est favorable rating, at m with 
Toyota ranking fifth behind Lord, 
Honda, Genei^l Motors, and 
Nissan. Toyota is using no-in- 
terest loans and lease discounts 
to coax back buyers after recalls 
of 8 million vehicles cut ^ales; by 
12% in the first two months of 
this year. 

FINANCE 

ARRESTS IN BRITAIN 

As part of its largest-ever probe 
into insider trading, Britain^ 
Financial Services Authority 
arrested seven people on Mar. 22 
and 23, including a trader at 
hedge fund Moore Capital and 
bankers at Deutsche Bank and 
Exane, half-owned by BNP 
Paribas. The 1 _.SA，under pres¬ 
sure to take more action against 
insider trading, Kaid the investi¬ 
gation dates to 2007. 


LEADERSHIP 

HAROLD McGRAWJR.DIES 

On Mar. 24, Hamid W. McGraw 
Jr” former chairman and CEO 
of McGraw-Hill Inc. r died at 
the age of 92. in 1947, McGraw 
j oined the publishing company 
founded in 19 09 by his grand- 
father, and became 

president of its book division in 
196S-The unit grew rapidly dur¬ 
ing his tenure, becoming the top 
U.S. textbook publisher. In 1978^ 
McGraw was named president 
of the parent company, now 
known as The McGraw-Hill 
Companies, In 1979 he fought 
off a hostile takeover offer from 
American Express, and in 1980 
McGmw-I lill passed $1 billion m 
annual revenues. The company 
began publishing Week 

in 1929 and sold it to Bloomberg 
in 2009. McGrawS son Harold 


GOOGLE’S LOSS ， BAIDU’S WIN 

The stock of the Chinese Internet search company 
has shot up more thar^ 50% in recent months 


PRICE OF BAIDU [ S.. __ 

NASDAQ-LISTED SHARES 


3 G di 


€C t 31 p D3 


JAM. A, 10 

Dala: Bloomberg 


W. McGraw III is now CEO. 
McGmw was an uncommon man 
with a common touch—and a 
sense of humor. A few years ago 
at the annual Cliristmas gather¬ 
ing of employees who worked 
at McGraw-liili for 25 years or 
more ? he greeted them and then 
said with a smile as he leaned on 
hiK cane: “ You all look like hell/ 7 


IDEAS 


IS GREECE ALREADY DOOMED TO DEFAULT? 


The suspenrefill Greek drama seems 
well into its; fifth act. In an unexpected 
twist, German Chancellor Angela 
Merkel on Mar. 21 reversed herself and 
said the Continents biggest economy 
opposes a European Union -funded 
r eK cue foT Athene, wliichmmt refi¬ 
nance %T] billion in debt before the 
summer. As EU policymakers head for 
a two-day summit starting on Mar 25 T 
Merkel warned that the meeting may 
not produce an aid agreement. 

Some economists, however, think 
the denouement of this play has al¬ 
ready been written, in a Man 11 post on 
The New York limes Economix blog, 

Simon Johnson of MIT and Peter 
Boone of the London School of Economics argued that 
Greece’s debt load is probably unsustainable. Their 
line of reasoning: Assume that the interest rate Athens; 
must pay on new bond issues rises to 10%—a modest 
premioni, say the writers, fora country with the high¬ 



est external debt-to-GDP ratio in the 
world. If Greece were to roll over its 
existing stock of debt at such rates r it 
would end up transferring the equiva¬ 
lent of 12 % of GDP abroad each year. 
To put that figure in context r consider 
that German reparation payments in 
the aftermath of World War I totaled 
some 2.4% of GDP. And in the wake of 
the Latin American debt crisis of the 
1980s.net transfers abroad equaled 
3.5% of GDP. “Seen in this compara¬ 
tive perspective, Greece is still going 
baakmpt unless it gets a great deal 
more European assistance or puts 
a more drastic austerity program in 
place. Probably it needs both" wrote 
J ohnson and Boone, 

As if to ratchet up the tension, Fitch Ratings on 
Mar. 24 downgraded the public debt of another deep- 
in-hock nation: Portugal. The move drove the euio to a 
lo-raonth low against the dollar. 
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WHERE GLOBAL CAPITAL 
MEETS HUMAN CAPITAL 


We know the smartest investment is in people-ours and yours. 


Earn Success Every Day 


_ BAROAYS 
CAPITAL 


A world of solutions and people dedicated to your success. It’s no surprise that 
an investment bank provides access to financial capital* But at Barclays Capital, we put 


people who understand how to build unique integrated solutions around your needs. 


a premium on another kind, human capital. That means giving you not only seamless 


execution, cross-asset platforms and global distribution power, but also a team of 


Issued by Barclays BankPLC, authorized and regulated by the Financial Services Authority and a member of the London Stock Exchange, Barclays Capital is the investment banking division 
of Barclays Bank PLC, which undertakes US securities business in the name of its wholly-owned subsidiary Barclays Capital Inc, an SI PC and FINRA member ©2010 Barclays, Bank PLC. 
All rights reserved. Barclays Capital is a trademark of Barclays Bank PLC. 
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The mark of companies that believe 
information security is paramount. 

When a company shows the RSA® Secured^ symbol, you know information security is a top priority. 
Companies all over the world become "RSA Secured/" because they know that proven, trusted 
security is not just a way to help protect customers—it's a way to keep and attract customers. Look 
for the RSA Secured symbol from companies you do business with. 


Learn more at www,RSAxom, 
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AT THE TABLE CHARLEfl0SE 




AETNA’S RON WILLIAMS 
Health Care: What to Expect 


Nixon couldn T t do it. Clinton couldn’t 
doit. But on Mar. 23 r after decades of 
debate, lobbying, and political wrang¬ 
ling, Barack Obama signed health 
reform into law. What does this new 
mandate mean for individuals, com¬ 
panies, and the health-care industry? 
On Mar, 24, i talked with one of the 
executives on the firing line, Chairman 
and CEO Ron Williams of Aetna, which 
provides health-insurance benefits to 
more than 3 6 million Americans, 


CHARLIE ROSE 

How do you assess the health-reform 
bill just signed by President Obama? 

RONALD A, WILLIAMS 
I think it is a significant milestone 
because it will give millions of people 
access to health-care services. 1 would 
probably have done things a little dif¬ 
ferently. But tills is now an opportunity 
to get to work on the fundamental 
affordability of health-care services, 


[because] the mischaracterization 
of oor industry as the problem really 
didn’t permit us to work in a collabora¬ 
tive way. 

My impression is that the President 
listened to doctors, nurses, insurance 
companies, and every other element 
of the health- care community. 

There was good dialogue, but fora 
variety of reasons there was a point in 
the dialogue—in the summer—when 
the focus shifted from health-care 
reform to health-insurance reform, 

But it’s not too late. We’re committed 
to looking beyond where we are now 
and getting back to what we need to do 
to really achieve affordability. 
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Will insurance premiums go up? 

The answer is yes, and some of the 
things that will drive those premiums 
are significant additional taxes the 
indusitry will ultimately have to pay in 
the first year. 

The President said that this bill 
would not have any impact on people 
who already had coverage, that it 
was about the uninsured, that there 
would be no change. Will this Legisla¬ 
tion change the coverage of people 
who are already paying for it? 

My perception is, yes, things will 
change. You might not have a plan that 
includeK the exact same doctors. You 
might have plans that have richer 
benefits, and therefore you’re going to 
pay more for benefits you may or may 
not want. It would have been a better 
message to say, we're going to make 
certain yoo maintain your eligibility. 

Clay Christensen of Harvard Busi- 
ness School said recently that in 
health care, competition does not 
help control costs but rather drives 
them up* He said t!ie structure of the 
system pits hospitals that want to M! 
their beds against insurers that want 
to minimize reimbursement and ac¬ 
cess. His answer was the health-care 
provider and health- care insurer 


should be one and the same, suggest¬ 
ing an integrated system like Kaiser 
Pemianente in California. 

Well, I think it’s an interesting idea. 

But all health care r ultimately^ is 
local. There are commiinitiefi where 
that model has worked well. Kaiser 
and Group Health of Puget Sound 
are examples of where that's worked 
very well. But it requires a unique 
physician culture. And even firms like 
Kaiser, which has tried to expand into 
other geographies, have found that it’s 
incredibly hard to replicate. Where it 
can work, it’s a fine model. Ifs just not 
going to work in most communities. 


During this year of debate that you 
talked about T there was a moment 
in which Health & Hutnun Services 
Secretary Kathleen Sebelius was 
concerned by Anthem Blue Cross 
in California proposing a 59% mte 
hike and wanted an answer from the 
insurance company and the industiy 
as to why this was happening? Was 
it justifiable T especially el a time of 
recession? What was the answer? 
l r 0 leave it to others to explain the ex¬ 
act increase, because it wasn't our firm 
that was doing it, 
but the generic 
answer I gave the 
Secretary was 
first you had an 
increase from 
the underlying 
rate of medical 
costs—inflation from hospitals^ physi¬ 
cian drugs r devices 7 technology. You 
then had the fact that as a result of 
the economy^ healthy members who 
had been injured for some time but 
found themselves in tight economic 
circumstances were canceling their 
insurance. So you lose the subsidy that 
is keeping the premium affordable for 
the insurance pool. At the same time 
yon had a third factor: Healthy young 
members, as a result of the economy, 
not entering the insurance pool, 

I'inally there is simply the aging of the 
population in the insurance pool. And 
1 think that to blame the premium on 


the health plan really doesn’t get at the 
miderlying forces. 

Do you feel like the insurance indus¬ 
try was demonized in this debate that 
took place over the last year ? 

Yes, i do. And I think our 35,000 
employees at Aetna were perplexed 
and really, 1 think f very disappointed in 
the leadership of the country and their 
selection to demonize and impugn the 
motives of employees, doctors, nurses, 
andpharmacists. 

By that, you mean the President, 

I mean everyone involved, 

A WiiH Street Journal editorial on 
Mar. Z2 said the first result of reform 
will be turmoil in the insurance 
iodusiry T and as small insurers luidit 
impossible to make money, a wave of 
consolidation is likely. You’ve already 
said premiums are going to go up. Are 
we also goinglo see consoLidation? 
Fro nmch more worried about the 
solvency question. If you’re a small 
plan and you experience costs that 
you simply weren’t able to price for, 
there could very well be insolvencies, 
it^s been along time since we’ve seen 
them in the insurance industry f but the 
insurance commissioners know what 
can happen, BW 


Watch Charlie Rose on Bloomberg 2V 
weeknights at 8p.m. andiop.m. 


OUR 35,000 EMPLOYEES AT AETNA WERE 
PERPLEXED AND...VERY DISAPPOINTED 
IN THE LEADERSHIP OF THE COUNTRY 
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WHO HAS THE CAPITAL 

TO INVEST IN A DOWNTURN? 

THOSE WHO mVESTED 

IN THE LAST ONE. 

In an economic climate that causes the most hardened executive to second- 
guess his every move，take comfort in the fact that 70% of companies 
bold enough to invest in themselves will hold onto market gains when 
the economy recovers. For the clear-minded, aircraft ownership is more 
attractive today than ever. Interest rates are at historic lows. Tax advantages 
abound. And Cessna offers a myriad of options, from full ownership to 
partial ownership to Lift-on-demand. But the most persuasive argument for 
considering an aircraft today is based on a simple strategy that has always 
separated winners from losers. Cessna will put you in your strongest 
position precisely at the time when your competition is at its weakest. 

RISE. 
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BUSINESS OUTLOOK KATHLEEN M. HOWLEYAND RICH MILLER 


AS THE FED PULLS BACK，CAN HOUSING STAND ALONE? 

Home sales just fell again. With the central bank about to stop buying mortgage securities 
and the housing tax credit expiring, questions abound over housing’s future 


[or months, investors' favorite parlor game has been betting on the timing—and 
the impact—of the Federal Reserve's decision to raise its benchmark interest rate 
from it si current near-z&ro level. Bet there's a key .sector of the economy where a 
Fed return to normalcy is set to play out much sooner: housing. 

Sales of both existing and new homes fell in February for the third and fourth 
straight months r respectively. Yet at the end of March the cen¬ 
tral bank will withdraw a big mpport under the housing market 
when it endfi its $i.4 trillion program to purchase mortgage- 
backed securities and housing-agency debt. A month later the 
federal ho me-buyer tax credit expires. Some housing watchers 
fret that one-two punch could send the sector back to the mat. 

A growing number of economists, however, believe that a 
pickup in employment this spring, cheap credit, and a glut of 
affordable homes will allow housing not only to withstand the 
removal of government help in 2010 but also to contribute to 
U.S, annual economic growth for the first time since2006, 

Employment is key to this outlook. Morgan Stanley econo- 
misit David Greenlaw forecasts as many as 300,000 new U.S. 
jobs in March, the biggest monthly increase in four yearfi, 
because of milder weather, government hiring of temporary 
workers for the U.S. Census, and a growing economy. 

Credit conditions also may be improving* A net 13,2^0 of banks surveyed by the 
Fed in January reported that they tightened lending standards on prime mort¬ 
gages in the fourth quarter. That’s the smallest percentage in three years* 
MaanwMej falling prices and low mortgage rates have made homes more 
aftbrdable. Hie median price of a U.S. home was $165^100 ill i'ebruary, the 
second-lowest reading since May 200Z. And the average rate for a 30-year fixed 
mortgage was 4.96% in mid-March, not far above December's record-low 4 



million 


The number 
of vacant 
homes 
for sale in 
the fourth 
quarter of 
2009 

DaU ： U.S. 
Census Bureau 


The result of that potent mix of less- 
expensive homeii and cheap credit: The 
average U.S. household had 177 ■跡 
of the income needed to purchase a 
property in Jamiary ? the highest since 
last Aprils 1849b T the record. 

That’s behind some forecast¬ 
ers 1 optimism. David Crowe, chief 
economist at the National Associa¬ 
tion of I lome Builders (NAJ IB), says 
sales of new homes will likely total 
459,000 m 20io T up from 372,000 last 
year. And Barclays Capital economist 
Dean Maki T who figures overall home 
sales will rise about 6% this year, says 
housing will account for 0.25 per¬ 


centage points of the 3.6% growth he 
foresees for the U.S. economy. 

The first test of that scenario comes 
later thh month when the Fed ends its 
program to purchase $ 1 . 2 $ trillion of 
mortgage-backed securities and about 
运 175 billion of hmising-agency debt. 

Credit Suisse mortgage strategist 
Mahesh Swaminathan says private 
demand for mortgage debt is now 
strong enough to replace that of the 
central bank . And Barclays Capital 
Managing Director Ajay Rajadhyaksha 
says the spread between the yields 
on mortgage-backed securities and 
Treasury notes should widen only 


slightly tills quarter, signaling that the 
risk premium on mortgage debt won’t 
spike after the Fed withdrawal. 

Likewise, the impact of the expira¬ 
tion of the home-buyer credit should 
be minimal. The original credit for 
firs t-trnie buyers helped bo ost exist- 
ing-horae sales by 4.9%, to 5.16 mil- 
lion^in 200Q, the first rise since 2005. 
The credit, 5 ； la ted to end last Nov. 30, 
was expanded to include some trade- 
op buyers and extended tlirongh April. 
But the extension ha^n^t helped much: 
The credit of up to S8 f ooo will result in 
only i8o f ooo extra sales from Decem¬ 
ber to April, says the NAIIB^s Crowe. 

Another challenge in 2010: the sup¬ 
ply of properties for sale could rise even 
further. Foreclosures may increase to 
2.2 million this year from 2009's record 
1.7 million, predicts MarkZandi, chief 
economist at Moody's Economy.com. 
But Thomas Lawler^ a former l'annie 
Mae economist, says an improving job 
market would spur household forma¬ 
tion and help absorb the excess supply. 
While that doesn't portend a robust 
rebound^ it suggests the worst may be 
over for housing. _ 


HOMES HAVE BECOME 
MUCH MORE AFFORaASLE 


200 - 

AVERAGE U.S, HOUSEHOLD 
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Introducing "Wells Fargo Advisors Achieving your goals for the future takes knowledge, insight ， 
and，most importantly, collaboration, Tliat’s why one of our advisors will sit down with you, get to know 
you and help you create a specialized plan that addresses your individual needs* With over 150 years of 
experience and offices nearby and nationwide, we’re witli you when you need the Kelp of someone you 
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Cold Case: Lessons From 
The Lehman Autopsy 

The SEC can learn from Anton Valukas，the Chicago 
attorney who led a probe info Lehman—and uncovered 
accounting chicanery that regulators largely ignored 


国 mIMr 司 

By Paut M, Barrett 

In 2008, Anton R. Valukas a trial 
attorney in Chicago, published a 
four-page stiletto thrust of an es¬ 
say entitled, “Arrogance: My I'avorite 
Sin + ” ’rhe piece, included in a lawyers ! 
guide to cross-examination, recounted 
Valukas^ delight in using understated 
questioning to tempt executives into 
making implausible statements of 
the sort that reliably alienate jurors. 
“Frequently, the smartest witnesses— 
the most sophisticated and the most 
arrogant—are most susceptible to this 
type of eKainination/ 7 he wrote. 

The piece reads today like a preamble 
to Valukas 7 voluminous autopsy of 
Lehman Brothers ^ which he performed 
as the court- approved bankruptcy ex¬ 
aminer in the investment bank’s formal 
unwinding. The 2,200-page Lehman 
report, released on Mar. 11, constitutes 
the single most penetrating document 
we have on the recent misbehavior on 
Wall Street. Valukas 1 earlier primer 
suggests why he did such an exemplary 
job: Although he heads a prestigious 
corporate law film, Jenner& Block, the 


former federal prosecutor just plain 
resents dissembling by big shots in 
expensive smits. Not coincidentally, 
fenner, a piliai of the Chicago business 
elite, sues Wall Street institutions as 
often as it defends them. 

In the interest of preventing future 
Lehman disasters, we might ponder 
how to transplant Valukas 7 zeal into 
Washington's financial beat cops. That 
could help preclude the need to call him 
back again as corporate pathologist. 

I ie'dbea hard man to clone* During 
a four-decade career, Valukas，66^ has 
represented all manner of wliite-collar 
rogues . When called to public service T 
he used his knowledge of the markets 
shadowy corners to prosecute well- 
heeled miscreants- In the Late 1980^, 
as U.S. Attorney in Chicago T he sent 
agents disguised aa commodity traders 
to clean up the futures exchanges. The 
probe protected investors and led to a 
slew of indictments. Some called him 
the Rudy Gkiliaiii of the Midwest, 

Unlike Giuliani, Valukas avoided 
elective politics and returned to his law 
firm -1 le prospered at fenner, not least 
in his yearlong assignment as the Leh¬ 
man examiner. Hacked by colleagues 


from fenner, he went over millions 
of pages of documents, intervie wed 
^ cores of witnesses, and billed the Leh¬ 
man estate $38.4 million, rdsay it was 
money well spent. His findings will 
provide the script for what's likely to be 
a theatrical airing in April, when Rep¬ 
resentative Barney Frank (D-Mass.) 
convenes his House I'inancial Services 
Committee to interrogate Lehman's 
former CEO, Richards. Rild Jr. f and 
other participants in the debacle. 

DUBIOUS BEHAVIOR 

What Valukaa brought to the endeavor 
was a no-nonsense lack of deference 
toward Wall Street game playing^ says 
Francine McKenna^ a former managing 
director at Pricewat erhouse Co opers. 
H That T s a Chicago thing 厂 adds 
McKenna, herself a resident of the city. 
She now runs an investigative Web site 
called Re: J I'he Auditors. “The mindset 
is: I’ve been around the block, 1 know 
how the game is played T and Vm not 
impressed by fancy names，” she says. 
As the Lehman examiner, Valukas 
doggedly unmasked the dubious 
behavior of executives once lauded 
as among Wall Street’s conquering 
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Valokas (center), flanked 
by {from left) former SEC 
Chairman Cliris Cox, 

Dick Fuld, and former 
New York Fed President 
and now Treasury 
Secretary Tim Geithner 
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heroes. Fuld insisted to Valukas that 
he knew nothing about the account¬ 
ing trickery called Repo 105, which 
was med to hide the bankas financial 
decline. Fuld^s s elf - portrait—a ve t eran 
CEO blithely unfamiliar with the 
workings of lus company—was; not jmt 
implausible; it could support lucra¬ 
tive civil claims that he H was at least 
grossly negligent/’ as Valukas wrote. 
The examiner noted that i uld T s denials 
were undercut by evidence that he was 
thoroughly briefed on the cliicanery, 

Contacted by phone T Valukas de ¬ 
clined to comment, iuld’s attorney, 
Patricia I Iynes, has said her client told 
t he truth and did nothing wrong. 

There will be time enough to sort out 
legal culpability for Lehman’s demise. 
The Justice Dept* is investigating, and 
civil litigation is under way. Valukas 
lays out facts without playing judge or 
jury. 11 There are many reasons Lehman 
failed,” he noted, ^and the responsibil¬ 
ity is shared.^ 

Beyond the bank itself ^ Valukas 
painted to evidence that Lehman’s 
auditorj Ernst & Young, committed 
malpractice when it sat on a wliistle- 
blower's warnings and failed to keep 
the bank's board apprised of suspicious 
executive conduct. Ernst has denied 
any professional failings or liability. 

The regulators also bear blame in 
Valukas ’ account. Some of the most 
unnerving portions of his report 
explain that while Lehman failed to 
keep investors informed, sta^f mem¬ 
bers from the Securities & Exchange 
Commission and federal Reserve Bank 
of New York did know what was going 
on—and shrugged their shoulders, 

PUBLIC-SPIRITED PIT BOLL 

Government overseers ^ some of whom 
worked on site in Lehman’s offices in 
200S, had access to the bank T s perti¬ 
nent records. Former Lehmanites told 
Valukas that the government ciidn^t 
raise significant objections or direct 
Lelirnanto take corrective action, 

SEC spokesman John Nester said in an 
interview with Bloomberg News: “We 
are looking closely at the examiner^ 
findings as part of our ongoing review 
of the accounting and disclosures of 
major financial institutions and their 
role in the financial crisis" lliisis the 


same agency, of coiLrsie F that yawned 
at warnings about Bernard Mad off T s 
globe-spanning Pan 冗 i racket. 

“The unavoidable question U 
whether the SEC will hold some one 
responsible for what happened at 
Lehman 厂 say5i Michael J, Missal, a 
partner in Wasiliington with the law 
firm KSlL Gates. Missal, who makes a 
living defending companies faced with 



^THERE ABE MANY 
REASONS LEHMAN FAILED ， 
AND THE RESPONSIBILITY 
IS SHARED,” 
VALUKAS WROTE 


government investigations, is another 
of those attorneys capable, when asked 
by a court ， of transforming himself 
into a public-spirited, if generously 
compensated, pit bull, 1 ie published 
an impressive bankruptcy examiner^ 
report of his own in zooSiii the case of 
New Century Financial, one of the Kob- 
prime mortgage giants that, with Wall 
Street’s assistance, recldessly inflated 
the hemsingbubble. 

So r how do we energize the regu¬ 
latory ranks with the punch that a 
Valukas or Missal brings to this kind of 
work? One fantasy would be to replace 
wholesale the SEC ? s Enforcement 
Division with lawyers drawn from the 
staffs of past high-level bankruptcy 
examiners, in addition to the Lehman 
and New Century cases, solid inves¬ 
tigative work was done in the wake of 
Enron^s collapse in 2001 and the 20D5 
implosion of Refco, a large brokerage. 


The obstacles to creating a regula¬ 
tory Delta Force are familiar ones: 
pay and prestige, “The law firms offer 
money and status/ 1 says Max Stier, 
president of the nonprofit Partnership 
for Public Service. H Even when good 
people come into government service, 
many soon leave through the revolv¬ 
ing door. IT Stier's Washington group 
: runs programs to enrich government 
careers and encourage corporate 
employees to try public service. He 
has held legal jobs in all three branches 
and practiced with a Washington law 
firm* Stier acknowledges that govern¬ 
ment salaries will never compete with 
private-sec tor compensation. Me 
observes that at many key agencies, 
the revolving door has spun all the 
more swiftly for the past generation 
as a bipartisan consensus celebrated 
the notion that the financial markets 
effectively police themselves and 
regulators should get out of the way. 

If we didn J t know already, the Valu¬ 
kas report reminds lis once and for 
all to drop that delusion. Done right, 
regulation promotes capitalism by 
deterring excess and fraud. ^Politi¬ 
cal leaders need to prioritize talent at 
agencies like the SEC, which histori¬ 
cally hasn't happened/ 7 says Stier, 

One intriguing suggestion for how 
to put Stier's advice into action conies 
from Scott McCleskey, a former vice- 
president for compliance at Moody's 
Investors Service. In a Mar. 20 op-ed 
in The New York Times, McCkskey, 
who now works for Complinet, a com¬ 
pliance-consulting firm, proposed the 
creation for financial regulators of an 
analog to the LLS. Foreign Service. Too 
many SEC staff members are inexpe¬ 
rienced attorneys; the best ones tend 
to depart after a few years for private 
practice. McCleskey argued that the 
I'oreign Service model—with its spe¬ 
cialized training; attractive pension 
eligibility after aft little aa 20 years on 
the job; and long-term career tracks r 
allowing for variety and new chal¬ 
lenges—would draw more impressive 
applicants and cut down on turnover. 

Perhaps President Barack Obama 
could persuade Valukas to take a sab- 
batical and serve as the first dean of a 
new 1'ederal College of I'inancial Regu¬ 
lators. It wouldn't hurt to ask, 1 BWi 


LiJ ca53w 坊 A9 Nolismnl 0 1 —oxd 


22 < BLOOMBERG BUSINESSWEEK APRIL 5 f 2010 






Smarter business for a Smarter Planet: 


What if foresight were 20/20? 

Today, CFOs are under more pressure than ever before to use information to fuel better business decisions. 
But is the information at their fingertips actually helping them do that? Many companies find themselves 
accessing information through management processes that can be slow, disconnected, error prone or all 
of the above. IBM Cognos® solutions give your finance team information they can trust，when and how 
they need it. Allowing them to use analytics to anticipate performance gaps, prioritize resources, gain insight 
into profit and growth—and make better decisions, faster. Companies have already used IBM Cognos 
solutions to reduce financial planning cycles by 77% and reporting cycles from days to minutes. 

A smarter business needs smarter software, systems and services. 

Let's build a smarter planet, ibm.com/cognoscfo 







A Double Flop for 
The Fontainebleau 

Jeffrey Soffer’s plans to create lavish resorts have 
come to grief in Las Vegas and are troubled in Miami 

By Beth Jinks and Jonathan Keehner 


Like many of the men who built South 
l-lorida, Donald Soffer is a transplant, 
a native of Pennsylvania steel country 
who began making his fortune put¬ 
ting up chopping centeTS in and around 
Pittsburgh. Turning to Miami in the 
late he plunked down more malls 
and branched into condo towers and 
planned communities. His son Jeffrey 
helped steer Turnberry Associates, the 
family business, toward more upscale 
projects-then overreached. In 2005, 
Jeffrey formed l-ontainebleau Resorts 
and spent $3 billion of mostly borrowed 
money renovating the iconic i'on- 
talnebleao hotel in Miami Beach and 
starting work on a lavish casino resort 
in Las Vegas. 

His timing could hardly have been 
worse. The unfinished Vegas project 


has already been lost to bankruptcy— 
billionaire investor Carl Icahn scav¬ 
enged it in l-ebruary—and Jeffrey Soffer 
is now fending off lawsuits and scram¬ 
bling to hold onto the Miami resort. 

“Soffer made a big bet on 
the Fontainebleau that went 
very wrongs twice" siays Dan 
Fasulo, managing director 
of New York research firm 
Real Capital Analytics, “It’s 
amess^ 

“Very few people foresaw 
the depth of the economic 
and lending crisis of 
the past few years，” 
says Jeffrey Soffer, 

42, in his only 
comment for this 
article, fi I regret 
that we didn't see 


Fontainebleau Las Vegas to fruition but 
remain proud of our efforts there and 
in Miami •” 

Fontainebleau Miami Beach hasn't 
made loan payments since September 
after borrowing more than $620 million 
to redevelop the property. On Mar. 17, 

Soffer and hi^ partner in the venture, 

MideaKt investment group Dubai 
World, offered to put up an additional 
$100 million as part of a restructuring 
plan. Bank of America and other lenders 
are now weighing the proposal. Dubai 
World and BofA declined to comment. 

The projects have led to a welter of 
claims from creditors and contractors 
against l-ontaiiiebleau Resorts, various 
affiliates of I\irnberry, and Jef¬ 
frey Soffer himself. Bankrupt 
Lehman Brothers is suing 
Soffer over $400 million in 呈 

personal guarantees he made | 

on loans to build the retail | 

portion of Fontainebleau g 

Las Vegas, Soffer has said 建 

that Lehman claiim 1 

are not valid. g 

The Fontainebleau m 

d3 

troubles mark a major | 

reversal for the Soffer | 

family, whose Turn- | 

berry Associates has | 

developed more than t 



24 ! BLOOMBERG BUSINESSWEEK APRILS, 2010 










“It was a horrible feeling 
夏 couldn’t believe 
I was having a heart attack:’ 


〜 Dean Kt 
A irmont, NY 

Heart attack: 12/19/2005 






“I should’ve done more to take care of myself. 

Now I’m exercising, watching my diet，and I trust my heart to Lipitor.” 

Talk to your doctor about your risk and about Lipitor. 

0 Along with diet，Lipitor is FDA-approved to reduce the risk of heart attack and stroke 
in patients with several common risk factors, inducling family history of early heart disease ， 
high blood pressure, low good cholesterol, age and smoking- 

• Lipitor has been extensively studied with over 17 years of research. And Lipitor is 
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mosde and joint pain, and changes in some blood tests. 


INDICATION: 
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Lowering your high cholesterol U possible side effects of lipitor "i 


High cholesterol is more than just a number, ifs a nsk factor 
thitr should ntil he ignured. If your doctor snid you have high 
cholesterol, you may he at ;m incieased lisk lor heart attack 
iific! stroke. But the good news is, you cm take steps to lower 
your cholesterol. 

With the help of your doctor and a cholesterol-lowering 
medicine like LIPITOR, along with diet and exercise, you 
cotild be on your way to lowciing your cholcstcn>l. 

Rendy to stail eating right and exercising more? TMk to your 
doctor md visit ihc American Heart Association at 
w vv.amcncanheurt org. j 


f WHO IS LIPITOR FOR? 


Who can take UPiTOR: 

_ People who cannot lower fhcir diolesteiol enough with diet 
and exercise 

* Adults and cJuldren over 10 

Who should NOT take LIPITOR: 

* Women who Lire prcgnanl, nmy be prcgnLint, or may become 
pregnant. LIPITOR may harm your unborn bi\by. It you bc- 
comc pmgmmt, stop LfPITOR tmd call you* doctor light away. 

■ Women who aie breast-feeding. LIPITOR can pass into 
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BEFORE YOU START UPiTOR N 
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* About all medications you take, including proscriptions, 
over-the-courner medications, viUimim，and herbal 
supplements 

* If you have muscle aches or weakness 
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■ If you have diabetes or kitlficy problems 

you have a thyroid problem 」 


广 ABOUT LIPITOR 


LIPITOR is a picsciifition medicine. Along with diet and 
exeicise T it lowers "bad' T diolesferol in your blood. It am also 
raise “good” cholcstcroi i HDL-C). 

LIPITOR can lower the mk ofhcait attack, stroke, ceitnin 
types of heart sui gei^, imd chest pain in patients wlio have 
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• age T smoking, high blood pressure, Jew HDL-C, family 
histoiy of eiuly lieart eJiscase 
LIPITOR a\j\ lower tlic nsk of licmt attack or stroke in 
>aricnts m\h diabetes and risk factors such as diabetic eye or 
kidney prohlcnis, smoking, or high b\md pressure, , 
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taking it. 
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tongue, Jiml/or threat thar may cause difficulty in breathing 
or swallowing which may require tmarment right away 
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$7 billion in commercial and residen¬ 
tial property since Donald Soffer, 77^ 
founded the firm more than 50 years 
ago. Delving into Florida real estate in 
1967, Donald transformed 785 mosqm- 
to-infested acres along the Intracoastal 
Waterway in north Dade County into 
Aventura T a planned city bordering Mi¬ 
ami that now encampassies the Turn- 
berry Isle Resort & Club and Aventura 
Mali, Turnberry T s 2.8 million-square- 
foot shopping center. 

Jeffrey Soffer joined his father 
firm in 1987, not long after graduat¬ 
ing from high school; he did not get a 
college degree. A fixture on the Miami 
social scene, feffrey, who is divorced, 
is often photographed with model 
EOe Macpherson and has a taste for 
expensive toys. lie races I ; erraris and 
has a pilot’s license. Mackiimmer，his 
257-foot yacht, features a spa, movie 
theater, and a helicopter pad. Mad- 
summer is now listed for sale. 

Jeffrey helped shift Turnbeiry 、 fo - 
cus from suburban malls and planned 
communities to lavish Miami and Las 
Vegas resorts and condominiuins ^ rid - 
ing the real estate mania in what would 
become two of the nation’s most over¬ 
heated markets. Soffer^s early efforts in 
Las Vegas were successful: Turnberry 
Place, a complex of four 38-story 
condo towers off the Las Vegas Strip, 
and three condo-hotel towers at MGM 


Grand casino ^ a joint venture with 
MGM Mirage T sold out. 

But Soffers winning streak didn’t 
laftt. In 2005 he oversaw Turnberry’s 
acquisition of the grand but aged Fon¬ 
tainebleau Miami, a local landmark 
opened in 3 _ 954 T which he viewed as 
the foundation of a report brand that 
could be marketed around the world. 
Teaming up with Glenn Schaefer, 
former president of Mandalay Resort 
Group, he formed Fontainebleau Re¬ 
sorts to renovate the hotel and develop 
27 acres on the Las Vegas Strip with a 
I DO ,000 -square-foot casino, 4 T 00 Q 
luxury hotel rooms, and3300-seat 
theater. Plans called for spending 
$500 million on the Miami renovation 
and $2.9 billion ill Las Vegas, 

As costs raoimted—the final bill 
for Miami Beach was $1 billion— 

Soffer sought partners to share the 
burden. Australian billionaire James 
Packer paid $250 million in 2007 to 

SOFFER VIEWED 
FONTAINEBLEAU AS 
A LUXURY BRAND THAT 
HE COULD MARKET 
ABOUND THE WORLD 


Soffer spent 
$2 billion on the 
unfinished Las 
Vegas casino 
resort 


acquire a 20% stake 
in Fontainebleau 
Reports. Packer de¬ 
clined to comment. 
Nakheel, the devel¬ 


opment arm of Dubai World, ponied 
up $375 million for half the Fontaine¬ 
bleau Miami in 2008. 


"THE WRONG TIME， 

Then the economy turned. In 2008, 

Las Vegas suffered a devastating sliinip 
in which property values .room rates, 
and gambling revenues fell sharply. 

!n November of that year, when the 
Fontainebleau Miami reopened— 
advertising an oceanfront “pookcape” 
where James Bond and Goldfinger sat 
“for a heated game of gin rummy 77 —the 
U.S. was already a year into the deepest 
recession since the Great Depres¬ 
sion. The revamped resort ^ with 1^504 
rooms, 11 restaurants and nightclubs^ 
and a 40,000-square-foot spa—had 
2009 revenue of about $170 million 
through November, nearly 25% less 
than was budgeted, according to a per¬ 
son familiar with the operation. 

^I'ontainebleau Miami is a victim 
of the collapse inrooni rates, not of 
flawed renovation^ says BiU Lerner, 
a Las Vegas-based analyst at Union 
Gaming Group. “It、a great hotel re* 
opened at the wrong time,” 

Debt ultimately tripped up both 
ventures. In Las Vegas ， BofA, Deutsche 
Bank, and other lenders refused to fund 
an $800 million construction loan^ say¬ 
ing the project was “S130 million over 
budget” and in default. I'ontainebleau 
Las Vegas then sued the banks and filed 
for bankruptcy, blaming the lend¬ 
ers for “brazen breach of contract,” In 
bankruptcy court in February, Icahn 
paid $156 million for Fontainebleau Las 
Vegas ^ on which Fontainebleau Resorts 
had spent $2 billion. 

Sources involved in the Miami 
Beach negotiations suggest that 
lenders may accept Soffer and Dubai 
Worlds offer aUowing the owners 
to keep control of the hotel for now. 
The challenge would then be for the 
partners to hang on until the economy 
turns. “The l p bntainebleaubrand 
has a lot of value says Real Capital 
Analytics 7 Fasulo. “It’s a matter of for 
whom,” I8W1 
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NEW BUSINESS 


The Last Picture Show 
At Blockbuster? 

With time running out for the video-rental empire, 

CEO Jim Keyes desperately needs Hollywood to help 
him remake the company so it can avoid Chapter 11 





Netftix stock 
market value 


By Ronald Grover 

I-or years^ the collapse of Blockbuster 
has been playing out like a slasher 61 m 
in slow motion. Now the daunting task 
of writing a happy ending is falling to 
Janies Keyes. 

On a sunny day in March, Keyes^ 55, 
chief executive of Dallas-based Block¬ 
buster, is in i lolly wood for the second 
time m a week. After visiting Wanier 
Bros, that morning^ he will soon head 
to lunch at Sony and try to pry better 
terms from the studios on the estimat¬ 
ed $1 billion he paid them for DVDs last 
year. Keyes is trying to buy time to turn 
Blockbuster into a nimble corn pet itor 
that can move more of its movies digi¬ 
tally or through the mail. That might 
fend off Web and mail-order dynamo 
Netflix—whose market capitaliza¬ 
tion has rocketed 52% over the past 
year, to J 3.9 billion ， vs. a 47 吼 drop, to 
$62 miilion, for Blockbuster—and the 
Redbox vending machines that have 
become the last-minute movie renter's 
best friend. “We area transforma¬ 


tion work - in - progress; l 1 
Keyes, his voice hoarse 
from bargaining, says as 
he leans across a table at 
Starbucks* “But I need a 
little help/ 1 

Blockbuster has been 
trying for years to shed 
its skin and instead 
has racked up debt, 
in 2009 its share of 
the J6-5 billion rental 
business fell to 7 .J% flora 36^ in 
200 S t says Bernstein Research analyst 
Michael Nathanson. It lost $932 mil - 
lion in the last two years as revenues 
tumbled 23% ? to $4.1 billion. Debt was 
$856 million at yearend. 

HOLLYWOOD ALUES 

Keyes came to the company in 2007 
after 20 years at 7-Eleven. His biggest 
asset at Blockbuster is that I lolly wood 
wants to see the company survive. 
Blockbuster is aplace where con- 
soraers still congregate to buy DVDs; 


$ 62.3 

million 


Blockbuster stock 
market value 

Data: BloQmborg Kbw® 


and while rentals remain 75^ of its 
business, sales of DVDs are far more 
profitable for studios. They get up to 
JlS on each one sold ， vs. around $4 
for a rental, according to Sony Pic¬ 
tures Horae Entertainment Chairman 
Michael Lynton. “We want fimto 
succeed,” says David Bishop, president 
of Sony Pictures Home Entertain¬ 
ment. That’s why some studios seem 
to favor Blockbuster over its rivals: On 
Mar, 23, Warner Bros, signed a deal to 
let Blockbuster rent DVDs online and 
through mail order the same day they 
are released for sale. Earlier^ Warner 
insisted that Netflix and Redbox wait 
2S days before offering new flicks. 

But Keyes needs to get Hollywood 
thinking of him as a partner^ not a 
vendor. Keyes says he could conserve 
cash if the studios would 
cut his up-front price. 
Blockbuster asked 
studios to drop their $iS 
price tag to as little as 
$2 in return for stocking 
more DVDs and giving 
them a larger share of 
DVD revenues. 

Much of Blockbuster's 
shelf space is disap* 
pearing anyway. The 
company says in a filing 
that it closed 374 U T S. 
stoms in 2009 and plans 
to close up to 545 this 
yeaip reducing its total 
to about 3,500. U has 
signed deals to provide 
video-on-demand 
services to midsize cable 
operators and hopes to 
expand to 10,000 the 
video vending machines 
it is rolling out with NCR- The chain 
provides Blockbuster On Demand 
movies to TiVo subscribers and owners 
of Web - conne cted S am sung TVs. 

Can Blockbuster avoid Chapter II? 

It says it faces a ^390 million debt pay- 
nient in 2012 and raised the possibility 
of a restructuring in its filing. “This is 
a company that has two years to turn 
itself around，” says Wedbush Securi¬ 
ties analyst Michael Pachter, who gives 
Blockbuster a neutral rating. Keyes is 
<f raaldng all the right moves. But he has 
the lousiest job in the world,” . BW 
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ADVERTISEMENT 



T he annual Consumer Electron¬ 
ics Show is a gotta-be there 
event for guys like me. The big 
news this year was HD TV, but frankly, 
I was far more impressed with another 
technology, one that doesn’t require 
new content or special glasses* but en¬ 
hances the quality of everything you’ re 
watching right now. The fanfare was 
aiming from rtie Sharp booth. 

The new Aquos HDTVs were sleek 
and stutminK and the onscreen imag¬ 
es were arresting. These sets had the 
usual red, green and blue pixels … 
plus yellow pixels. Or, more accurate- 
\y f suh pixels, four per pixel I exam¬ 
ined last year's Aquos and the new 4 - 
Color Technology set side by side, un¬ 
der a microscope. Sure enough, there 
were yellow sub-pixels alongside the 
others, creating vivid, even dazzling 
images. 

Curious. I asked for a second, closer 
look, 1 was struck all over again by the 
vibrant colors. Not just the yellows* but 
the reds, greens f and blues. The 2009 
Aquos looked great, but the 4 -Color 
Technology Aqiios just smokes it 
Then came my moment of cognitive 
dissonance — IVe been around color 
TVs since the beginning, and no one 
had ever questioned why you need 


more than red, green and blue. After 
all, you can express all colors by blend¬ 
ing them properly, right? 

Not exactly. You can express all of 
the colors within a range, but that 
range, which the engineers call gamut 
is limited by the purity and depth of 
the primary colors, Adding another 
color expands the gamut and displays 
colors that weren^t at all or that; 
were merely suggested rather than ex* 
pressed Or look at it this way ； Sure, 
red plus green make yellow. But they 
can’t make the deeply saturated yellow 
that you get from a dedicated pixeL 
Thp, gnrgeoiis image you see on the 
display is proof that there’s more in the 
signal than your conventional HDTV 
could show* 

The brilliant picture, I discovered, 
is due to a complete reengineering of 
tlie LCI> panel. Sharp's UV 2 A technal- 
ogy uses a new LCD material that is 
sensitive to ultraviolet light The UV 
precisely aligns the crystals, so they 
turn completely and in unisan, Kike a 
precision drill team. They pass as 
much as 20 percent more light when 
they’re on and are more completely 
black when they’re off, and they 
switch faster from clear to dark and 
back again. 


UV-A lays the groundwork for 4 -Col- 
or Technology’s 33 percent more sub- 
pixels and transparent transistors. A 
new color processor analyzes the in- 
corning signal, adds yellow into the 
mbs in just the right amount and cre¬ 
ates hues that you didn’t know were 
missing from your old HDTV Once you 
see the brilliant colors and the rich 
blacks, you appraciate Sharp's level of 
commitment to video quality, induding 
a new, purpose-built plant. 

Never before have movies on TV 
looked more like film, with deep 、 lit- 
from-withm colors, rich, blacks, bril* 
Uant. whites, near-mfinftR colnr grada- 
tion. With the 60 - or 68-inch screens 
and a Blu-ray source, you'll have a 
truly cinematic experience. The UV 2 A 
panel gives the deepest blacks of any 
LCD and available AquoMotion 240 
refresh syncs perfectly with film. Live 
HDTV? Unparalleled performance. 

Once again, quality trumps gim- 
mickry I’m satisfied that 4 -Color Tech¬ 
nology redefines HDTV performance- 
And dissatisfied.,* it makes my old 
I IDW look rather sad. 

sharp u sa*com/AQUOS 


SHARP 







NEW BUSINESS 


A Presidency 
Restored to Health 

Obama's improbable win on health-care reform is one 
for the history books and will boost his credibility 


[COMMEIITABY 

By Albert R. Hunt 

The mccesa or failure of President 
Barack Obanja/s sweeping overhaul of 
the American health-care system will 
be clear soon enough. The measure will 
be revised and amended in successive 
Congresses- If, over the next decade, 
it curbs costs and improves outcomes^ 
health care will supersede any other 
possible legislative accompli slim ent as 
Obama’s great legacy. 

Not that you 1 11 hear Obania insiders 
talking much about that. They’ve been 
careful to keep the historical dimen¬ 
sions of this victory quiet, fearing any 
recognition would make the President 
look pretentious. “To the extent he 
considers history, it's only as a reaffir¬ 
mation of our capacity to govern our¬ 
selves in a red way,” says top Obama 
adviser David Axelrod* 

Still, the victory is historic, one that 
eluded Presidents from I Larry lYuraan 
through Richard Nixon and Bill Clin¬ 
ton, At several critical junctures it ap¬ 
peared likely to elude Obama, too. Yet 
even when close associates wavered , 
his resolve did not ■ “A lot of Presidents 
would have concluded it r s too risky; 
maybe get safely reelected and take up 
health care in year five, says historian 
Michael Beschloss. “Obama said the 
rewards were so high, it was worth 
gambling his Presidency.^ 

Republicans T from House leaders 
through Senator John McCain, insist 
the way Democrats pushed the legisla¬ 
tion through without a single GOP vote 
will poison the environment and doom 
anything else this year, except Repub- 
licans^ own electoral chances, ^Every 
Democrat who sided with party leaders 
and liberal special interest groups at 
the expense of their constituents is 


going to wear their vote like a scarlet 
letter^ 1 said I louse Minority Leader 
John Boeliner. 

Democrats, who control the House 
253-178 and the Seriate 59-41, will 
lose seats this autumn f and possibly 
even control of one chamber; that^s 
the rhythm of American midterm 
elections, especially with majori¬ 
ties of this size, it’s unlikely health 
care will be the primary factor in this 


message machine or the shrewd actors 
in the Tea Party for that. Now that 
the biM is law, that support may grow. 
There are numerous provisioas likely 
to be popular that take effect this year: 
a prohibition on insurance companies 
dropping people from coverage when 
they get sick or refusing coverage to 
cliildren with preexisting conditions; 
a tax credit of up to 35% of preraiunis 
for small businesses to make employee 
coverage more affordable; and more 
generous prescription drug benefits for 
Medicare recipients. 

Although most Republicans, includ¬ 
ing the major Presidential hopefuls, 
are signing pledges to repeal Obama- 
care ? it will be revealing whether this 
issue is emphasized by Republicans 
in a few months Already privately 
Siome are saying they should get off it. 
Republican strategist Ken Khachigian T 
a former Ronald Reagan aide and now 
adviser to Carly Fiorina 
California Senate quest ， 
suspects that the health¬ 
care issue “will fade ?f as the 
November election becomes 
dominated by the economy. 

Democratic strategist 
Paul Begala agrees with 
Khachigian md has little 
doubt his party will suffer 
November losses. Never¬ 
theless, he’s convinced the 
health-care bill will 
gate” the numbers, because, 
he argues, the benefits of 
the measure will become 
more apparent and misin¬ 
formation—the creation 
of -^death panels rT - will be 
rectified. The real disaster 
would have been if Obama 
hadn’t passed health care: “Failure ■” 
would have depressed the Democratic 
vote and disgusted Independents, who 
would have concluded Democrats can"! 
run the governments 

George Mason University historian 
Richard Norton Smith adds that if the 
measure had been defeated ^ history 
would have seen Obama as enor^ 
mousLy gifted and well-intentioned 
but ultimately labeled his a a failed 
Presidency.” Instead, he says: “it’s a 
rejuvenated, energized, and in many 
ways vindicated Presidency/^ 1 BWi 



outcome. Republicans are 
overplaying their hand by 
painting reform as a social¬ 
istic grab that turns 17% 
of the economy over to big 
government. In reality ? a government- 
run scheme—the now infamous public 
option—like those that exist in many 
other Western countries was rejected. 
The closest precedents for Obamacare 
are the 1974 RichaTd Nixon health¬ 
care initiative, the proposal that 
Republican Senate Majority Leader 
Bob Dole floated in IQ 94 , and the 
Mitt Romney-enacted Massachusetts 
health-care plan of2006. 

To date, public support for the 
Presidents plan has been thin. You 
can blame the weakness of the Obama 


Biden and 
Obama celebrate 
legisblive victory 
on Mar. 23 
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The technology behind our 4-color TV 
is best experienced in person. 


AQJJOS LJcO 



NEW QUATTRON™ QUAD PIXEL TECHNOLOGY. ITS 4 COLORS. NOT THREE. 

Introducing Quattroo quad pixel — the breakthrough color technology from Sharp. By adding a fourth 
color — yellow 一 to the standard RGB TV format, weVe created colors never before seen on TVs with 
3-color technology. Experience over a billion colors and the incredible picture quality of Quattron quad 
pixel technology, coming soon to a Sharp retailer near you. You have ta see It, to see it. 


Quattron 


SharpUSA.com/AQUOS 


coming 500 o 
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CLOSING 

FOR 

BUSINESS? 

I Western companies are finding 
i themselves shut out as Beijing 
I promotes homegrown rivals 



By Dexter Roberts Not SO lon ^ in China ， 
illustration by Westerii business execu- 

Tavis Coburn tives traveling to the prov¬ 

inces could expect a hearty 
welcome and a banquet with endless toasts of 
maotai liquor* In February ， however, representa¬ 
tives of General Electric and a dozen other U‘S* 
companies got a taste of the way commercial rela¬ 
tions have been changing. They were in Wuhan, a 
city of 9 million on the Yangtze River, for a semi¬ 
nar on water-treatment technology organized by 
the U*S* embassy. At a dinner after the meeting 
they were supposed to have a chance to mingle 
with top local officials. But at the last minute, 
Wuhan's mayor canceled his keynote speech and 
backed out of the gathering. That same day the 
provincial party secretary and governor begged 
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off a separate event for American Am¬ 
bassador JonM. Huntsman fr. One at¬ 
tendee, who won^t be quoted by name, 
speculates that the Wuhan officials 
were responding to direct orders from 
the central government in Beijing not 
to meet the Americans. The provincial 
government acknowledges that the 
original lineup was changed but notes 
other officials attended the events. 

Nearly a decade after China’s entry 
into the World Trade Organization, 
many foreign companies say the warm 
reception they once received has 
turned frosty. While China can still be 
highly profitable^ some question how 
long that will last as Beijing changes the 
rules to give a lift to its domestic com¬ 
panies, especially state-owned enter¬ 
prises. A new government procurement 
program known as H indigenous innova¬ 
tion 71 features rules favoring local firms: 

It could block sales worth billions of 
dollars a year, says Joerg Wuttke^ direc^ 
tor of the European Union Chamber of 
Conunetce in China. Beijing has written 
strict standards for everything from cell phones to cars^ often 
couching them in a way that gives an advantage to domestic 
producers. A recently revised patent law could force foreign 
companies to hand over key technologies to Chinese bureau- 
cratft. And anti-monopoly regtilations have been used to limit 
foreign access to sectors such as construction machinery and 
energy. “They have moved away from a level playing field to 
benefit their own companies " says Wuttke. Multinationals 
“are seeing the golden China opportunity become a mirage/ 1 
says the China government relations chief of a major tech 
supplier, who would not be named for fear of reprifials. 

Trade associations can speak mare openly. A fan, 26 let¬ 
ter to the White I louse from the U.S. Chamber of Commerce, 
the Business Software Alliance, and more than a dozen other 
groups representing hundreds of nmltinationals such as 
Microsoft, Boeing, Motorola, Caterpillar, and United 1 'ech- 
nologies, warned of ^ systematic efforts by China to develop 
policies that build their domestic enterprises at the expense 
of U.S + firms.” Ihe signatories asked the Administration for its 
“urgent attention to policy developments in China that pose 
an immediate danger to U. S. companies ■” 

Why a chiU now? Chinese look across the landscape of their 
economy today and 5 ；ee much that could be improved. After 30 
years serving a 5 ： the workshop of the wo rid ? mainly producing 
low - value goods for foreign brands and distant markets they 
want to move up the value chain. To date they have only been 
able to capture a fraction of the value of a Nike shoe or Apple 
iPhone. And they know they have a poor record in creating 
global brands. Apart from telecom equipment maker Hua- 
wei T notebook giant Lenovo, appliance marketer I iaier, and 
perhaps consumer electronics maker TCL and car companies 
Geely and Chery T they have few champions, liven at home, 


General Motors and Volkswagen vie for the top spot, while 
Nokia sells the most handsets of any company in China, with 
a 32.9% share. “People feel that foreign brands have taken too 
much market share" says WangYong, director of the Center for 
International Political Economy at Peking University. 

Although China has been able to build a $227 biMion trade 
surplus with theU.S.Jts nianiifactiiriiig might has brought it 
huge problems with pollution and energy waste. The Chinese 
understandably want something better. “They want sophis¬ 
ticated international companies and they want to give them 
a leg up/" says Brookings Institution senior fellow Kenneth % 
Lieberthal. The Chinese drive resembles Japan’s efforts in the | 
1960s to become a global player^ though China has opened _ 
up much more. I'oreign companies have invested some $ 6 00 | 

billion into China since 2001. Even as friction began to rise ， % 
U.S. companies increased their investment from $2.9 billion « 

in 200§ to $3.6 billion last year. 

On top of all this;, China has emerged 
from the global financial crisis largely 
unscathed. As a result, political analysts 
Chinese look at the rest of the world 
and feel a lot less awe and admiration 
than they once did. There Ls al^o a seme 
that the previous leadership of President 
JiangZemin and Premier Zhu Rongji gave 
away too ranch—such as slashing tariffs 
on agricultural products and ending local-content require¬ 
ments for foreign automakers—in their desire to enter the 
WTO, Now, China feels it should assert its own economic in ¬ 
terests. If that involves throwing its weight around, so be it, 

1'mally, China sees how other countries—notably the U. S,— 
have used standards, regulations, and buy-local policies to 


PUSHBACK 

How China keeps 
foreign business in 
check 
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BATTLING 

BEIJING 

After Chinese hackers 
broke into its data, Google 
on Mat 22 said it would 
stop censoring its search 
results in China, as 
required by law. Instead* 
mainland searches will be 
routed through Googte's 
unfiltered site in Hong 
Kong. The official Xinhua 
news agency said the 
company is “totally wrong” 
to take the step. 


Students a 
candlelight vigil 
outside Google 
headquarters m 
Beijing 


m DEPTH 


on Mar. 15, Premier Wen fiabao told reporters the government 
would try fl to level the playing field for foreign companies 
Wen also met with foreign delegates at the China Development 
Fonrni on Mar. 22 T saying trade and currency wars “wonrt help 
us cope with difficulties but just curb cooperation.^ AmbafJ- 
sador Huntsman declared himself ^convinced that blue skies 
are already on the horizon 75 in a speech at Tsinghua University 
in Beijing a few days earlier, investment keeps rolling in. l ; ord 
Motor, for example, has recently been ranipingup in Cliina. And 
with President! lu Jintao expected to visit theU.S. this year, both 
sides will no doubt extend olive branches before he arrives. 

Some cool-headed analysts call the current complaints 
overblown. Charles Freeman, a China expert at the Center for 
Strategic & International Studies in Washington, argues that 
Beijing canshut out foreigners because it needs their intellec- 
tiial property: China's technology lags Western, Japanese, and 
Korean efforts in many key sectors. Chinese wind turbines T for 
instance, are inferior to products made abroad^he says, but wind 
is key to Beijing T s goal of weaning itself from coal power. “They 
won’t wait for Chinese innovation/ 1 says Freemmi ? who served 
as chief China trade negotiator for the U.S. Trade Representa¬ 
tive in the George W. Bush Administration. “They will choose 
American, European, or Japanese products that are cheaper" 


build their own industries, Beijing feels more than entitled to 
do the same. The U,S. Trade Representative^ Office started 
28 cases against Chinese companies last year. And “states like 
California have wide latitude in their procurement policies, 
so they can give American companies an advantageexplains 
Nicholas Laidy r senior fellow at the Peterson Institute for In ¬ 
ternational Economics. If foreign companies complain pub¬ 
licly—which they often don T t T since Beijing has shown itself 
capable of using inspections, delayed approvals, and courts 
to make life miserable for those who speak out—China now 
usually says, show us where we are violating WTO rules. 

Cliina's leadership does not want the situation to spin out of 
control. F rhe Commerce Ministry has assured foreign investors 
they are still welcome, and on Mar. 2 officials met with execu¬ 
tives from over two dozen companies and associations to hear 
their concerns. At the dose of the National People’s Congress 


GOOGLE GLARE 

Those are sensible comments. Yet the frictions are mounting. 
The largest potential troublemaker is the fight over Cliina^s cur¬ 
rency, the yuan (page 38). On Mar, i6 r a group of U,S, senators 
unveiled abill to levy tough sanctions against China for manip¬ 
ulating its currency to promote exports. Brooking J s Lieberthal 
says the economics of that argument are weak: A 20% appre¬ 
ciation of the yuan would just cheapen China's cost of imparts, 
like oil and iron ore, that it uses to make exports r so the final 
costs of -bound products would rise only slightly. 

The yiianisa political issue ^ though, and things could get ugly 
whatever the economic arguments. The flap over Google's exit 
from China over censorship rules adds heat to the ILS. - China 
debate, even though it has nothing to do with currency or trade 
protections. China, meanwMe, sees a weak U.S, economy as 
a threat to the value of its vast holdings of Treasury bills. And 
Beijing is livid over the arms sales to I^iwan, President Barack 
Obama’s February meeting with the Dalai Lama T and a Mar. II 

State Dept, report criticizing 
China J s human rights record. 

The efforts to develop 
homegrown technology are 
what’s really worrying U.S. 
business* Beijing has crafted 
"very direct policies of fa¬ 
voritism for Chinese state 
industry that are hitting for¬ 
eign companies 厂 says Janies 
McGregor T author of a book 
on investing in the mainland 
and former chairman of the 
American Chamber of Com¬ 
merce in China, “We are see¬ 
ing a sea change/ 1 


INDIGENOUS 
fNNOVAH ⑽” 

This policy favors local 
technology in comput¬ 
ers. software, and new 
energy equipment for 
government purchases 
worth billions of dollars. 
GE r s wind division, 
software companies 
SAP and Microsoft, and 
computer makers such 
as Dell and HP could 
lose contracts under 
these guidelines. 


PATENT LAW 

A new measure could 
force foreign com¬ 
panies to hand over 
patents if they are 
seen as using them to 
compete 'unfairly' 1 The 
law may also require 
foreign drug makers 
and software writers to 
first register in China 
any innovations devel¬ 
oped in their mainland 
labs r spurring fears of 
a loss over control of 
the Jr technology. 


STANDARDS 

China issues more 
than 10,000 product 
standards each year, 
some written to keep 
foreigners out of 
the market Several 
Italian appliance 
manufacturers were 
shut out by rules 
requiring hotter- 
burning gas stoves. 
And tiremakers say 
the rules make it less 
profitable to sell in 
China. 


APPROVALS 

Bureaucratic foot- 
dragging on licensing 
for foreign banks 
and insurers restricts 
access and boosts 
Chinese rivals. One 
insurer says he can 
apply to open only one 
branch at a time and 
that ft takes more than 
18 moniha to get the 
green light. So some 
foreign companies 
have no more than a 
handfuf of branches. 
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New rules giving preference to Chinese suppliers for gov¬ 
ernment projects make it difficult for General Electric, Den¬ 
mark^ Vestas T and other foreign wind turbine manufacturers 
to win contracts in Chiiiii, a market worth some $14 billion 
annually. Hewlett- Packard says ； China’s consuiner protection 
agency has criticised its handling of warranties and repairfi 
for certain notebook compotm, the first time in memory HP 
has had such troubles. On Mar. it officials in Zhejiang prov* 
ince impounded clothing made in Europe by Venice, Hugo 
Boss, and other luxury brands. A government agency said many 
garments failed quality or safety tests, a claim vigorously re¬ 
jected by the companies. And last year international express 
mail carriers were barred from domestic deliveries of letters 
and documents. The rule “is unfair and ... it's bad for China 
to keep the international companies out 厂 UPS Chairman D. 
Scott Davis told analysts in a conference call last fail, 'it seems 
kicking the foreigners in the tee this in these days,” says Ameri¬ 
can consultant Diincan Clark, a 15-yeai resident of Beijing, 

“TONGUE LASHIMG” 

China’s membership in the WTO was supposed to make 
things easier on foreign investors^ who used to be treated 
UkB honored guests and wooed with tax breaks and free land. 
After President I hi Jintao and Premier Wen fiabao took over 
in 2002, things started to cool. That has left multinationals 
far less bullish on China. Wliile foreigners have made substan¬ 
tial profits on the mainland, last year confidence about future 
earnings took a tumble, according to separate surveys from the 
U.S. andKiiropean chambers of commerce. Both groups report 
a majority of members make money in China, but the ranks of 
the profitable are shrinking. Just a third of European companies 
now say they’re optimistic about future profits, down from half 
the previous year. In a separate survey by the American Cham¬ 
ber in Shanghai^ 39^0 of companies say revenues fell in 2009, 
the largest number since 1999, 
l it-for-tat actions against Chinese tires and steel pipes 
and American chicken could flare into a full-blown trade war. 
Washington is mulling whether to respond to Chinese fa¬ 
voritism by seeking punitive measures against Beijing at the 


THE CHINESE ARE VERY GOOD AT SMASHING 
THE NAIL THAT STICKS UP,” SAYS AN 
EXECUTIVE WHO FEARS RETALIATION 


WTO and the U.S. International Trade Corniiiission, says a 
senior Commerce Dept, official. “What worries me is that the 
Chinese-American relationship is becoming more antagonis¬ 
tic,” says Kai-I'uLee, a former senior executive for Microsoft 
and Google in China. “That is not healthy.” 

Much of the angst stems from the indigenous innovation 
policy. First introduced as ail ill-defined national goal several 
years ago, the initiative gathered speed last fall when Beijing 
began offering tax breaks and subsidies to Chinese companies 
and gave them preference in state contracts. Provincial and 


LOCAL 

HEROES 


Domestic companies such 
as Lenovo have benefited 
from the "indigenous 
innovation” policy that 
gives them preference m 
government procurement. 
Cities across China have 
issued lists of computers, 
oHones t medicsttons, and 
myriad other Chinese- 
made products that are 
approved for purchase by 
\oca\ agencies. 


A Beijing billboard 
IriiinpeLjng one 
of l he ma inland's 
rare brand 
champtons 


municipal governments across 
China have issued lists of ev- 
erytliing from mobile phones 
to ttaditional herbal remedies 
that can be. purchased by their 
agencies. Haidly any include 
goods; made by foreign compa¬ 
nies r even if they're produced in 
China. Shanghai, for example, 
released a list of over 500 ap¬ 
proved products—Lenovo PCs, 
solar panels from Chaori Solar, 
and more. Only two items come 
from enterprises wath foreign 
ties. Such policies aren't techni¬ 
cally in violation of WTO rules, 
since China hasn’t yet signed an 
agreement that covers govern¬ 
ment procurement. Although 
Beijing says it aiins to sign this 
year T that may not have much 
meaning，since it has a^keci for a 
phase-in per iod of 15 years- 
A key issue will be whether 
China defines government pro¬ 
curement to include schools, 
hospitals, and state-owned 
enterprises, A broad definition 
could put billions of dollars of 
sales of tech goods off-limits 
for non-Chinese companies. 

^Thase rules in essence will keep out not just American com¬ 
panies over here but also [block siales by] American companies 
operating in China" says John Frisbie, president of the LLS ， 
China Business Council, a Washington lobbying group repre¬ 
senting more than 200 multinationals such as Citigroup, IBM, 
and Microsoft, Beijing, he says, has “crossed a line.” 

A patent law that took effect in October includes a rule that 
would force companies to file patents or trademarks in China 
before doing so overseas if they want to 
qualify for government procurement. Com¬ 
panies say that makes it impossible to sell 
any product developed overseas and would 
give Chinese bureaucrats access to trade se¬ 
crets. The law could compel companies that 
use patents to “compete unfairly—as de- 
fined by a vague 2008 mea^ure—to release 
them for use by rivals. Foreigners rarely 
push back publicly for fear of angering the Chinese, An execu¬ 
tive from an international express carrier says global delivery 
companies might win a WTO case over Beijingrules barring 
them firom carrying domestic letters, but he says he would 
never pursue a case alone; his company would almost certainly 
face harassment, “The Chinese axe very good at smashing the 
nail that sticks up 广 he says. Many foreigners refrain from tak¬ 
ing legal action because they feel the justice system favors do¬ 
mestic enterprises. “We complain but we don't sue,” says Mark 
Cohen, an attorney at Jones Daym Beijing. 


36 I BLOOIVIBERG BUSINESSWEEK APRILS, 2010 









ThinkPad SL 



That attitude wa^ reinforced when French electronics maker 
Schneider Electric last April settled a three-year-old patent 
dispute with Cliint Group, a maker of products such as trans¬ 
formers and circiiit breakers, far $23 million* Wes tern attorneys 
familiar with the case say Chint had actually lifted Schneider’s 
technology, not the other way around. Thomas Pattloch^ IP 
officer for the European Delegation in Beijing, says the case il¬ 
lustrates so-called junk patents used by the Chinese against 
companies whose patents they have infringed upon. “The court 
did everything they could to ignore the evidence Schneider 
presented 厂 says Pattloch. A Schneider spokeswoman says the 
company disagreed with the court’s initial decision and de¬ 
clined comment 00 the settlement. Chint disputed the accoiuit 
but declined to provide details T citing a privacy agreement. The 
court didnot respond to requests for comment 


that all tires sold in the country be 
imprinted with Chinese characters 
and other mainland'specific infor¬ 
mation, Although there’s a global 
standard for mch specifications the 
Chinese insist on their own rules— 
so Continental and other tire makersi 
must make scores of special molds 
that cost nearly $70,000 apiece. 
That's not a huge problem for raass- 
nvarket tires, but it can devastate 
profits on specialty products such as 
tires for industrial vehicles* 

Gas cooking stove makers faced 
similar problems. Buried in the 50 
pages of regulations about gas-fired 
appliances is a clause that says burn¬ 
ers must withstand temperatures 
above 70OC- That’s higher than Sitan- 
dardK elsewhere, and it means burn- 
erK can’t be made of aluniintira—the 
material most commonly used by 
European manufacturers. The result: 
Several Italian manufacturerK were 
shut out, says EC standards officer 
Ziegler. “China eliminated those 
Italian producers/' he says. 

Chinese software piracy is a in¬ 
tractable 11 and “deprives U.S. soft¬ 
ware companies of literally billions 
of dollars each year 厂 Robert Hol- 
leyman，president of the Business Software Alliance told the 
House Foreign Affairs Committee on Mar. 10. In another side of 
the software issue, an executive familiar with German software 
maker SAP says Beijing offers tax breaks and other incentives to 
companies that buy products from local rival Kiiigdee Interna¬ 
tional. Kingdee didn’t respond to requests for comment^ and 
SAP declined to address the issue. 

in services, Chin a remains tough to crack. Insurance，for in- 
stance^was supposed toopenup after Beijing joined the WTO. 
Yet Chubb, Liberty Mutual, and Zurich can apply to open only 
one new branch at a tinie^ and it typically takes more than 18 
months to win approval, “There is this mentality that they 
want to help the local companies" says an executive with a for¬ 
eign insurer. “And the easiest way to do that is to protect them 
from foreign competition. 71 

Some Westerners believe all these troubles can be traced to 


BURIED IK REGULATION 

Beijing's penchant for rule-making has created another big 
barrier. Every year, China issues more thanio.ooo new stan¬ 
dards governing industries from mobile phones to autos. 
That’s more than the rest of the world corabined T says Klaus 
Ziegler, the standards officer at the delegation of the Euro¬ 
pean Commission to China, The rules, ostensibly to protect 
the health and safety of consumers and to ensure that prod¬ 
ucts will work in China，are often crafted in a way that boosts 
Chinese companies, foreign investors say. 

Germany’s Continental must grapple with rules mandating 


China、negotiations to join the WTO, in the rmh to gain ac¬ 
cess to the huge market, many corners were cnt T and trade of¬ 
ficials simply hoped Beijing would interpret the deal in a way 
outsiders would consider fair. People were focused on the 
enormity of what waft being accomplished just by bringing 
China into the WTO 厂 says an executive with a Western bank 
in Shanghai, who says capital requirements and recalcitrant 
bureaucrats have restricted his company's expansion. “They 
thought they could take care of [the details] later.” 1 BW 
-With CorneliusRahn f Steve^LeVine f AaronRicadela f Connie 
GuglidmOj Susanna Ray t Brian Womacfe, and Helen Yuan 


APRILS, 2010 I BLOOMBERG BUSINESSWEEK 37 

















IN DEPTH 


BREAKING UP 
A BIPOLAR ARGUMENT 

Chinese executives who favor a stronger yuan—the U.S, 
position—may help settle the tiff between Washington and Beijing 


By Belinda Cao and 
Judy Cher> 

Is China's currency too 
cheap? That's a familiar 
debate between Amerh 
can leaders^ who favor a 
strongeryuan f and Chi¬ 
nese officials t who say it 
is valued properly. Now 
a number of Chinese 
business executives are 
coming forward—and 
speaking in favor oi the 
U,S, position, 

Lenovo CEO Yang 
Yuanqing says currency 
appreciation would boost 
Chinese consumers" 



purchasing power. 
a We may not worry too 
much about exporters if we can conduct 
more yuan-denominated trade" he told 
reporters in March. Qin Xiao, chairman 
of China Merchants Bank, says an end 
to the yuarVs peg to the dollar would let 
lenders set market-based interest rates. 
And Chen Daifu, chairman of Hunan 
Lengshuijiang Iron & Steel Group, says a 
stronger currency would cut import costs. 
"Yuan appreciation will bring us benefits 
because we import several billion yuan 
worth of ore every year from abroad" he 
told Bloomberg News, 

While these comments conflict with 
those of Premier Wen Jiabao, who said 
on Man 14 that criticizing the exchange- 
rate policy amounted to ''protectionismr 
they are in line with traders who expect 
the government to let the yuan appreci¬ 
ate later this yean Wen has kept the yuan 
at about 6.8 per dollar since July 2008 
to protect China's exporters during the 
global recession, aftera21% advance in 
the previous three years. Contracts linked 


to its future value predict the currency 
will break its dollar link by July- 

U S. lawmakers have called on R-esi- 
dent Obama to use the threat of trade 
sanctions to force an end to a currency 
regime they blame for hurting US 卜 manu¬ 
facturers 1 competitiveness. As Chinese 
business leaders speak out, it becomes 
possible for Beijing to act without being 
seen as bending to US, pressure, "A 
coordinated message with these leaders 
changes the narrative ； says Daniel Mi- 
chaeii P a Si no-American relations expert 
who runs the Asia Ruminations blog, 

"We need to emphasize the ben¬ 
efits of yuan gains™ Zhang Yanling, 
vice-chairman of Beijing-based Bank 
of China, the nation’s biggest foreign- 
currency lender; told Bloomberg News. 
"The US, should also be talking about 
both aspects of the issue. We shouldrVt 
politici 2 e it or become emotional. 1 ' 

Companies in low-margin Chinese 
industries, such as textiles and furniture, 


stand to lose the most from ap¬ 
preciation, said Zhang Wei r vice- 
chairman of the China Council 
for the Promotion of Internation¬ 
al Trade; some may even face 
bankruptcy, he said. Companies 
with dollar exposure will fare 
better, China Eastern Airlines, 
the nation's No. 2 carrier, would 
increase profits by 280 million 
yuan ($41 million) for every 1 % 
annual yuan gain because of its 
dollar debt, President Ma Xulun 
said at a shareholders 1 meeting 
in March, The airline’s shares 
climbed 17% in the past month 
in Hong Kong f compared with 
4% for the MSCI China Index. 
Morgan Stanley has estimated 
that a 5% appreciation in the 
yuan this year would have an 
average 2% positive impact on 
Chinese companies 1 earnings- 
Chinese bankers blame 
the yuan peg for disrupting 
money markets- China's dollar 
purchases to maintain the link 
have driven currency reserves 
to $2,4 trillion and have flooded 
the financial system with yuan. 
Chinese investors held $889 
billion of Treasuries on Jan, 31, the big¬ 
gest overseas holders of such debt 

MARKET-DRIVEN RATES 

With China f s benchmark deposit rate 
now 2,25%—less than the country's rate 
of inflation but far above near-zero US. 
rates—the central bank canl raise rates 
without attracting speculative capital 
If we don't reform the exchange-rate 
regime, how can we price interest rates 
based on the market? 1 asks Qin of China 
Merchants, the nation's No. 5 lender 
Other Chinese business leaders cau¬ 
tion the Americans to be careful what 
they wish for Says Bank of China's 
Zhang: "If the yuan is expected to be a 
strong currency, neighboring countries 
will prefer to hold the yuan instead 
of the dollar, Will this be good for the 
U,S.? B bwi 

-With Frederik Balfour, kene Shert t Luo 
Jun, Michael Forsythe, Garfield Reynolds, 
and Shiyin Chen 
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Five years ago, when Eddie Lampert merged Kmart and 
Sears into a mega-retail holding company, the hedge fund 
guru was hailed as the Next Buffett. Sears Holdings was 
going to be a retail empire, a real estate play，and a new 
Berkshire Hathaway—a vessel for all the acquisitions 
Lampert would make. Then came the crash, putting those 
dreams on hold and leaving Lampert... 

STUCK WITH 



By Roben Farzad and Michael Arndt 

Illustration by Daniel Adel 

Our story begins with a tale of two Buffetts: the real one, of course, and the financier 
who five years ago was being hailed (by this magazine，among others) as the Next Buf¬ 
fett. S For the real Buffett, business is good these days. Warren Buffett's annual letter 
to Berkshire Hathaway shareholders, released in late February, celebrated a trium¬ 
phant return to form* By seizing opportunities, he wrote, Berkshire had emerged from 
the Panic of ’08 stronger and more profitable. “When it’s raining gold，” he crowed, 
“reach for a bucket ? not a thimble 尸 q For the Next Buffett-hedge fund gum Edward 
S. Lampert, 47, who had posted 29% average annual returns since founding his fund 
in 1988, then created Sears Holdings in 2005 by stitching a deeply wounded Kmart 
to Sears^ once-venerated brand—business is not so good, Lampert’s shareholder 
letter, released around the same time as Buffett’s, came out swinging at the critics 
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who now outnumber his fans. Lamport blamed joumalifits, 
analysits T and rating agencies for much of the trouble plaguing 
his retailing empire, arguing that they apply a double standard 
to Sears Holdings when they blame “our investment choices 
for our declining sales 77 while citing the economy for.sales de¬ 
clines by rivals like Wal-Mart Stores and J: C, Penney. 

Still, Sears Holdings; has performed 19 percentage pointfi 
under the Standard & Poor's 500-stock index since its cre¬ 
ation in 2005 ,and29 percentage points under Wal-Mart dur¬ 
ing the same period. Contrast that with Buffett's Berkshire 
i lathaway. It has posted results that outperformed the S&P 
500 in four of the past five years—27 percentage points better 


the first time. 

This will create a new revenue stream ; but other analysts 
worry it will also mean there’s less reason for customers to walk 
into a Seats r especially if Larapert begins selling Kenraore ap¬ 
pliances outside. ^KennioTeis Sears / 7 says Credit Suisse analyst 
Gary Balter. “The moment they take that outside the store, they 
could lose abig T big part of their traffic " 

As risky as they may seem, such moves are not likely to turn 
the tide Lampert's way, according to company watchers, “If 
he has a strategy other than cutting costs, 1 haven’t seen it,” 
says James E, Schrager, professor of entrepreneurship and 
strategy at the University of Chicago’s Booth School of Busi¬ 
ness. a Wbat is their concept? J, 

Tactical retailing decisions of this kind are no doubt neces¬ 


sary, but they’re a long way from the bold financial stratagems 
analysts expected from Lampert when he burst onto the scene 
five years ago with the creation of Sears Holdings. The Buffett 
compaiisom were based on his; approach as much as on his 
gaudy results. Just as Buffett had turned a listless New Eng* 
land textile maker into one pf the most successful investment 
vehicles in history, Lampert would me a rejuvenated Sears as 
a Buffett-like holding company with which to mount acquisi¬ 
tions, s;ome to keep and grow, some to be flipped for cafeh. SearK 
1 ioldings would be both a dynamic investment vehicle and a 
brilliant retailer. 

At the moment, Schrager and others say, it is neither. Al¬ 
though downmarket retailers tend to do relatively well in re¬ 
cession, neither Sears nor Kmart has snapped 
out of its senescence. Sales are down and keep 
falling. Per-store sales have declined for the 
past five years, and total revenue has slumped 
to $44 billion, its lowest level since the 2005 
merger. Net income is slipping and, according to 
its filings, the company has spent more on stock 
buybacks than it has invested in stores or acqui¬ 
sitions. No one ? other than Lampert f who con¬ 
trols 53.1^ of the company {despite having sold 
4.6 million shares in March), seems to have stay¬ 
ing power in the C suite. Sears remains without 
a permanent CEO, having gone through three 
with Lampert as chairman. An interim CE 0 7 W. 
Bruce Johnson, has been in place for two years as 
a protracted head hunt goes on. 

Along the way, Lampert has starved the stores 
of capital spending, according to Balter, while 
doling out $5.43 billion on those share buybacks 
to help lift per-share results. This lack of sip end¬ 
ing r Baiter says, has a direct impact on the qual¬ 
ity of the shopping experience. And .soon the 
customers won T t have to visit Lampert’5 ： stores 
to boy his best products. 

Johnson acknowledges the risk that moving 
Craftsman and Diel lard into new retail channels 
could cannibalize sales at Sears and Kmart. Still, 
he argues, the gamble is worth it. “We have great 
potential, unrealized potential to this point, with our major 
brands/' Johnson says, “But we f re not going to do that reck¬ 
lessly and without thoughts 

By the company r s own reckoning, however, previous retail 
restructuring efforts have fizzled. At first, Lampert proposed 
turning Kmart stores into Sears locations, which would move 
Sears beyond conventional malls. Before the deal was com¬ 
pleted in March 2005, Sears bought 50 ftites from Kmart. The 
post-merger plan was to convert them and hundreds more into 
freestanding Sears stores. 

These new off- the-mall stores were called Sears Essentials 定 
and carried goodK from both retailers ^ mixing Kenraore ap- | 
pliances with Martha Stewart housewares. After several stabs c 
at finding the right c hemis try, thee ompany pulled back . (i We § 
found we just couldn’t get the kind of sales and profit lifts to ^ 
justify the investment in these stores/' Johnson says, 

Kmart and Martha Stewart parted company in January, 0 


le market in calamitous 2008. 



Lampert can point to improvements recently at 
Kmart. Throughout 2009^ Kmart had smaller de¬ 
clines in same-store sales than Target, and it beat 
Wal-Mait by this metric in the last two quarters, too. 
lie has closed 66 moribund Sears stores, which he 
says raises cash in most cases, and he has a new effort afoot, 
applauded by some analysts r to make Sears 1 signature brands, 
Craftsman and DieHard, available through other retailers for 


Lampert, Kmart's 
Aylwin lewis, and 
Sears Roebuck's 
Alan Lacy in 2004 
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Stewart had few kind words for Kmart 
or Sears as they were breaking up last 
fall, claiming in a CNBC interview 
that the retailer had mUied her brand. 

“The quality is not what I am proud of,” 

Stewart said. “Have you been in a Kmart 
lately? It is not the nicest place to shop" 

She now sells her line tlirough Macy’s. 

Sears points to a conciliatory press 
release that Stewart issued after that 
interview. u We wish our friends at 
Kmart and Sears I loldings all the best,” 
it said. Besmirching Kmart “was not 
my intent.” 

Sears execs also say that in the years 
after Lanipert acquired the companies, 
they were bogged down in integrating 
the two chains^ then got walloped by 
the recession. As for why Lampert never 
followed the path of his idol into a Berk¬ 
shire-like acquisition raode T the credit 
crisis of 200S-09 explains much of it. 

Some analysts also think Lampert over¬ 
looked a major component of the Buffett 
model. “ When Buffett buys a company, 
he bets on management; that’s his Ho* 

1 principle , rT says I toward Davidowitz, 
chairman ofDavidowitz& Associates, a 
retail consulting and investment bank¬ 
ing ftrmin New York, “Buffett learned 
long ago how insane it was to run a fab¬ 
ric mill on his own. So how is LampeTt, 
a guy with a hedge fiindin Connecticut, 
running Sears and Kmart ? ” 

Lampert, who declined to comment 
for this story, still has his fans. ^Profit¬ 
ability, even if done by managing inventory and cutting costs, 
is good, says Ivan Feinseth, chief investment officer of Alpha- 
Works, a New York hedge fund bullish on the shares though it 
has no stake in the company. “Look, are there better places to 
shop? Absolutely. But Sears is an option on Lampert, not as a 
retailer, but as a financial engineer. M 

Lampert J s own view，as expressed in his latest chairman S 
letter^ is that Sears Holdings is doing pretty well given the 
crummy econoroic environment of the past two years. The real 
problem^ he insisted, is that too many people who follow the 
company nitsiinderatand how it works. “We hope that those 
who may have doubted min the past axe willing to keep an open 
mind^ hh letter stated. “In our case T it turns out that out per¬ 
formance far exceeded many observers 1 expectations and we 
hope to receive credit for this performance in the form of higher 
credit ratings and more balanced analysis. Simplistic analyses ? 
which automatically prefer capital investment to share repur¬ 
chases as a me of cash that benefits' bondholders, ignore the 
fact that negative or below market returns on invested capital 
are as harmful to creditors as to shareholders/’ 

Lampert has a point, but he overlooks another one. Ills pref¬ 
erence for buybacks over capital investment necessarily dis¬ 


advantages his retail opemtions-yet 
he has insisted that he took over Kmart 
and then Sears because he wanted to 
operate them as retailing companies. 
Analysts have just as consistently seen 
a different motive. They looked at the 
chains and their combined count of 
nearly 4,000 stores as a real estate 
play, hard assets that Lampert bought 
cheaply and could flip fora fortune. 

Consider that in 2004 Lampert sold 
some 65 Kmart stores and acreage to 
Home Depot and Sears for $946 mil¬ 
lion. The analysts- conjecture seemed 
to be seconded in late 2004 when Vor- 
nado Realty Frust bought a 4*3% stake 
in Seois as Lampert was about to merge 
it with Kmart. (Vornado sold its shares 
by yearend 2005, for a net gain of 
^26,5 million.) Since then, though, the 
Sears chairraan has only dabbled in 
small deals. In2007he sold the Searsi’ 
Canadian headquarters in Toronto to 
Ontario for $81 raillion (Canadian) T 
leasing back the space. That same year 
he also got a $21 million pretax gain by 
selling the chain’s fashion center in 
Los Angeles to an undisclosed buyer. 

In todays commercial real estate 
glut, fewer buyers would want Km art’s 
big boxes or the Sears stores that an¬ 
chor subiirban shopping malls. “The 
market for this kind of space right now 
is relatively nonexistent" says Neil 
Stern, senior partner with McMillan 
Doolittle, a Chicago retail consulting 
fixiB. “There’s a flood of vacancies;, large-scale bankruptcies, 
and department-store brand consolidations/' 

“What Lampert did years back was brilliant^ says Stem. ’ ‘He 
sold Kniart stores to Sears, got cash, and turned around and 
bought the whole company. Everyone then extrapolated that 
he could keep doing that. But times are different. ,J On the other 
hand, Sears was able to expand deeper into small-city markets 
with what it calls! Iometown stores, which are independently 
owned and staffed to Sears 7 specifications, it has more than 
1,000 today，after adding 60 last yeai f and it plans to add 100 
more in 2010. 

Sears is also testing a new concept at a single location m 
suburban Chicago. Called Mygofer^ it’s essentially a huge, 
well-stocked warehouse where slioppeTS can pick up goods 
they’ve ordered on the Internet at home r on their smart 
phones T or at kiosks in the store. 

Such moves cost Sears little in capital expenditures T which 
must be attractive to a man who doesn’t like to pump money 
into bricks and mortar. This reticence is why Lampert is often 
faulted for neglecting the company’s stores. Balter, the ana¬ 
lyst with Credit Suisse y says too many stores are typically dirty 
and out of stock. “Customers have a choice every day/' he 


SEARS: INVESTMENT 
WELL-SPENT? 

When Sears was merged mio Lampert's 
Kmart in March 2005, the hedge fvinci 
billionaire said his new holdings had *1he 
potential to be a great company with a 
truly great retail business.” Here's hqw 
things have turned out 

THEN* NOW* 

SHARE PRICE “ 

132.52 107.47 

REVENUES BILLIONS 

$56 $44 

NET INCOME IN MlUiOWS 

$884 $235 

STORE COUNT*** 

3,846 3,921 

capitauwvestment 

$1.1 $361 

BILLION MILLION 

SAME STORE SALES**** 

•10.4% -5.1% 

DEBT IN BILIONS 

$4.9 $2.5 

'Figures are liscal years ended Jan 29,2005, and Jan 30, 

2010 ： fiscal 2005 [igur 的 are pro forma 

—Share price as Mar. 24, 2005, and Mlar. 22, 2010 

...Includes Canada and specially stores 

*^*200& da la are ter 39 weeks ended Jan 26, 2005, for 

Kmart 

Dala ： Sears 
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says. “Why are yoo going to go there? That’s the challenge, 11 
That may help explain why the. company same-store sales 
have declined every year under Lampert^ ownership. Sears ha^ 
consistently underspent its rivals; on capital investments. The 
company co nunitted$36l million in capital spending in the year 
that ended Jan. 30 Jess than the $424 million it spent to buy back 
shares during that period, according to company documents. 
Compare that with the capital spending by Target ($i73biUioD) 
and Wal-Mart ($i2 + 2billion) over the same period, 

Lampert has dismissed these comparisons from the start, as 


does Johnson. Yes, the CEO says, shoppers might happen upon 
faded outlets，“but most of the stores look pretty good.” And 
capital investment doesn't automatically produce higher sales. 

At a Kmart in Chicago ， customers say they come for the 
low prices. Laura McBride, a homemaker shopping with her 
husband, Richard, a pipefitter，prefers it over Wal-Mart and 
Target, She shops at Kmart twice a week^ after scanning ads 
for what’s on sale, "llove the prices^ she says. “Kmart fits my 
budget. 1 find more sales here. Things are cheaper/^ 

Those low prices hml Kmart's performance, Balter thinks 
it would be better off if Lampert sold Kmart and focused on 
Sears. He notes that on a per-square-foot basis r Kmart is only 
a quarter as productive as Wal-Mart 『 but concedes that a sale 
or Kpinoffis highly unlikely in the present retail environment. 

Although Sears k smaller than it med to be, it still is a re¬ 
tailing behemoth. It Ls the nation’s fourth-biggest general re- 
tailer y behind Wal-Mart^ Costco^ and Target T with fiscal 2010 
sales of ^44.04 billion and 3,921 stores. Including Canada, it 
lias more than 300^000 employees. Sears T in2001 r wa^ far and 


away the biggest vendor of big-ticket household appliances 
and white goods with a market .share of 41%. still No, l T 
though that share is now 31.7%. 

Sears" gross margin came to 27.7^0 in fiscal 2010, which 
ended Jan. 3Q. The margin has ranged from 27.1% to 2 Sj% 
since Lain pert merged Sears with Kmart in early 2005^ ac¬ 
cording to company Securities & Exchange 
Commission filings. Target regularly posts 
margins of 30%, thanks in large part to its 
greater volume of high-priced consumer 
electronics. Wal-Mart lags both, with 
gross margins of 23.5% over the past few 
years* Wal-Mart, however f relies on food 
for almost half its revenue and the grocery 
business is notoriously low margin. 

Lampert has always contended that his 
rivals are spending money on store ex¬ 
pansions and updates foolishly, writing 
in one of his annual letters: 11 We do not 
subscribe to the view (seemingly widely 
held) that more is better, or that there is 
a certain amount that must be spent on 
cap-ex every year/ 1 With 2^235 full-line 
stores between SeaT& and Kmart to day 7 the 
company has more than Target (1,6§4) T 
C. Penney (1,110), or KohJ/s (1,060). “The 
issue for Sears Holdings is therefore not 
one ofbuilding more stores ^ but rather one 
of making our existing stares more pro¬ 
ductive and relevant to our customers/ 1 
Lampert argued. 

Ana Lai x an analyst with Standard & Poor's；, says store 
counts tell only part of the story. “The operating performance 
has really been below expectations. Its competitive position 
has really deteriorated against peers such as J, C. Penney, 
Macy^s, and Kohrs. Their execution hapin^t been all that good 
either. They need to invest in their stores to make them more 
attractive and to provide shoppers with abetter experience.* 1 
Lai is still looking for the promised sales synergies between 
Kmart and Sears, “He longer this contimies, the more their 
position will weakenShe sees nothing in Sears' strategy that 
pulls the company out of its “manage-the-decline” slide. 

None of these analysts r in fairness, has had to manage two 
aging retail chains through an epic recession. So it 4 worth 
asking: Where would Sears and Kmart be today if this pre¬ 
sumptive New Buffett hadn't swooped in five years ago? 
Probably in worse shape than they are. Other marginal retail¬ 
ers—Circuit City T Linens ? n Things—have folded. Feinseth of 
Alp ha Works sees no other hope for once-bankrupt Kmart vs. 
the duopoly that is Wal Mart-Target. 

Indeed, all the tangible goodwill of Sears’ many 
household brands seems to pale in comparison with 
the intangible premium of Lampert/s name. Accord¬ 
ing to Bloomberg data, Sears shares, at their 107 close 
on Mar. 22, enjoy a $40 premium over analysts 7 aver¬ 
age 12-month price target —tops in the S&P 500. 

Managing a business and managing lofty expecta¬ 
tions are two very different tilings. BW 


“THEY NEED TO INVEST IN THEIR STORES TO 
MAKE THEM MORE ATTRACTIVE AND PROVIDE 
SHOPPERS WITH A BETTER EXPERIENCE” 


Non-fna*l outlets 
like this one in 
SI Petersburg 
Fla., didn't pay off 
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SPECIAL REPORT: COMPENSATION 



BLOOMBERG BUSINESSWEEK’S 
EXCLUSIVE FIRST LOOK AT THE 
2009 COMPENSATION OF CHIEF 
EXECUTIVES AT 81 BIG COMPANIES 


Here’s a bit of good news for the Washington finger wag- 
gers who think executive compensation has gotten out of 
hand: A survey of 81 big companies shows that CEO pay 
dropped by 8*6% last year. Now for the worrisome twist: 
The cash portion of their compensation rose 8 , 3 %, 
That’s a sign that companies are de-emphasizing long¬ 
term incentives for their top guys r a particular bugaboo of 
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Tara Kalwarski，and Alexis Leondis 
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Kenneth Feinberg, President Barack Obama's executive pay 
cop. Feinberg and many shareholder activists argue that CEOs 
should have a stake in the success or failure of their compa¬ 
nies. The value of stock-opt ion grants, that much loved tool 
of incentive compensation, dropped 30% lasit year for the 
CEOs included in the analysis. 

fl To the extent there is more emphasis on cash than stock ， 
that 、 unfortunate/ 7 says Feinberg m an interview about the 
survey. But, he adds,every company is different. You can^t 
across the board make any general evaluation.^ 

For an early peek at how CEOs prospered—or didn’t— 
Bloomberg BusinessWeek examined data from proxies filed 



by companies in the Standard & Poores 500-stock index by 
Mai. 12. To get an accurate coraparision to the previous year ? 5 ： 
numbers, we included only CEOs who sat in the big chair in 
both 2D0Sand2009. The data was compiled by Graef Crystal T 
a long-time compensation analyst. 

Assuming the trend hold*; for the rest of the S&P compa¬ 
nies T it appears CEO compensation may have fallen for the 
third year in a row. Executive pay peaked in 2000, when av¬ 
erage total compensation hit ^14.6 million for CEOs of S&P 
500 companies, according to research by Carola ltydman 
of Massachusetts institute of Technology and Dirk | enter of 
Stanford University. Their work shows that pay was roughly 

40% off that high in 200S. 

Some of last year’s biggest 
losers sit atop the 20 financial 
firms included in the analysis. 
Overall, those companies cut 
CEO compensation by $2S mil¬ 
lion in 2009^ accounting for 
almost 37% of the total drop 
among the SlCEOs. Eleven were 
banks that received money from 
the Troubled Asset Relief Pro- 
gram and had to adhere to feder¬ 
al guidelines that restricted cash 
bonuses for top executives. 

Citigroup^ Vikrani S. Pandit 
in February 2009 voluntarily 
slashed his annual pay to $1, The 
previous year it topped $38 mil¬ 
lion. Cities stock price remains 
down 93^ from its high in 2006, 
and Pandit has vowed not to take 
a raise or incentive corapensa- 



David Cote 

HONEYWELL INTERNATIONAL 

At his own suggestion 
he took no bonus. His total 
pay was reduced 57%, 
to $13,2 million, in 2009 ， 


BIGGEST DECREASES IN 2009 GEO PAY 

Among 81 large companies, in midions* 
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tion until Citi returns to profit¬ 
ability, Former Bank of America 
CEO Kenneth D. Lewis also re¬ 
ceived no salary, bonus, or eq¬ 
uity compensation in 2009. 

Taking a very different ap¬ 
proach, the compensation 
committee at Wells l’argo last 
August upped chairman and 
CEOJolmG. Sturapf's base sal¬ 
ary to $5,6 million, more than 
five times his 2008 salary. All 
but $900,000 of that compen¬ 
sation was in company shares. 

They vested as they were paid 
out in regular paychecks, mak¬ 
ing his total 2009 compensa¬ 
tion $213 million and giving 
him a 136% boost over the pre¬ 
vious year. Melissa K. Murray ， 
a Wells Fargo spokeswoman^ 

.said Stumpf received the salary 
increase became the company was unable to ^reward him 
appropriately” in other pay categories due to TARP-related 
restrictions. 

Many companies cut executive pay siniply because of poor 
economic conditions. Compensation committees at Motorola 
and printer maker Lexmark reduced compensation in part be - 
cause of challenges in their industries. David M. Cote, Hon¬ 
eywell International^ CEO, re quested that he not be awarded 
a bonus in 20 09- Directors granted his wifth, and as a result 
Cote took a 57% cut in total pay. At $44, Honeywell stock 
remains 2 g% below its May 2008 high. 

Aside from the cutS T the notable takeaway from the analysis 


h the tilt toward cash and away from compensation that is 
pegged to a company’s long-term performance. Along with 
the 30% decrease in stock options, the CEOs of the Si com¬ 
panies saw the value of their stock awards cut by 12%. The 
discrepancy in those two numbers is an early indication that 
compensation committees wanted to stick with safer bets 
when structuring pay packages. Stock awards pay off, albeit 
with diminished returns, even when a company’s stock price 
stagnates. For options; to pay off, prices nrnfit climb. 

Of course cash is safer than either choice, especially when 
economic times are tough. In 2008 and the first part of 2009, 
as boards negotiated with CEOs and set executive compensa- 


BIGGEST INCREASES IN 2009 CEO PAY 

Among 81 large companres, in millions* 
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tion r stocks were tumbling and the market was volatile. The 
future value of options and stock awards was hard to predict. 
That may be one reason cash compensation increased at 43 
of the Si companiesi analyzed and that CEO s;alari6S were up 
8,9%. ^ in times of recession when the economy is reeling, the 
most stable form ofpay isn^t stocks, iVs cash，” says SaraPizzi- 
gati.of the Institute for Policy Studies, who has written about 
compensation and shareholder activism, “In rough times the 
surest thing h cash, and that^s what they went for." 

Steven Hall, a compensation consultant, pointed out that 
Stock options have last value and don T t necessarily have as 
muchholding power on executives 尸 He says some compa¬ 
nies felt they had to offer CEO ft more ca^hso that competitors 
didn't ^steal their talent away^ 

Among the compensation 
packages analyzed, the aver¬ 
age CEO cash bonus, includ¬ 
ing nonequity incentives, was 
$2.1 million, up 7.9^0 over the 
previous year. One reason the 
percentage went up was that 
some companies didn’t give 
ca^h bonuses at all in 2008^ 
a dismal year for most. Nine 
CEOs took home cash bonuses 
in 20 Q 9 after not getting them 
the year before. Among the big 
rebounders were Dow Chemi¬ 
cals Andrew N. Liverisi, who 
was awarded $4.5 million, and 
AflacDaniel P. Arno^, who re¬ 
ceived $4.1 million. 

Some of the increase in cash 
bonuses also maybe due to low¬ 
ered performance targets set by 
boards, i'rank Glassner, CEO 


of Veritas Executive Compen* 
sation Consultants, says per¬ 
formance goals for long-term 
awards have been reduced, 
giving CEOs a better chance 
to hit their marks, “Corapa- 
nie& haven T t raised the bridge, 
they’ve just lowered the river 厂 
he says. Glassmaker Coining, 
in its proxy, said it had altered 
performance metrics “in order 
to alleviate any unintended 
shortfalls or windfalls in actual 
bonus payouts.” The company 
cited the fi great uncertainty in 
accurately forecasting the im¬ 
pact of the global recession in 
early 200Q/ 1 Earnings per share 
for 2009 fell 12% last year. CEO 
Wendell P. Weeks was granted 
an annual incentive bonus of 
$4.8 million，up from $301^584 

in 20QS. 

Finally, some companies were worried about what would 
happen if the market made a dramatic reboimd from its 2009 
lows. Kenneth Raskin, an attorney at the law firm White 
& Case, who represents CliOsin pay negotiations, says that 
when 2009 pay packages were being negotiated f the stock 
market was depressed, and some boards didn’t want to give 
out large options awards because of the potential for large 
gains that would lat^r make the awards look excessive, Ira 
T. Kay, an executive pay consultant, adds that ftorae CEOs 
had similar worries. “CEOft didn't want the stock price to 
rise dramatic ally and in a year [for them to] seem far too 
greedy,” he says. 

A fast-growing compensation category in 2009 was pen- 
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Kions, Company contributions to CEO pension plans gained 
an average of 15-4%, with the executives on our list receiv¬ 
ing about $1.3 million on average. One reason: The 8.3% me 
in salary and bonuses drove up the current value of what 
companies promise to pay CEOs in retirement, typically 
calculated as a percentage of their annual income, AT&T 
CEO Randall Stephenson received a J 9 million contribution 
to his pension plan, the biggest of those surveyed. Under 
thi55 plan，Stephenson will get 60% of the salary and bomis 
that he has earned, calculated by averaging the value of the 
highest 3 years within the last 10 years of his tenure. An out¬ 
side spokesman for AT&T, McCall Butler, said Stephenson^ 
pension gain was “an actuarial value, not part of his; actual 
taxable income” in 2009. 

Carole Lovell, president of an 
AT&T retiree association, said 
in a letter to shareholders last 
April that “AT&T’s executive 
compensation policies continue 
to exhibit all the worst excesses 
and abuses. 11 She was writing 
in support of a shareholders 1 
say-on-pay resolution, which 
didn’t win majority approval at 
the company’s annual meeting 
that month. 

The category that took the 
second-biggest hit after options 
was the “all other compensa¬ 
tion^ column of the company 
proxies T which dropped 2 挪 . 

That category includes the fun 
stuff—perks such as private 
planes, security details, and 
country club memberships — 
that sometimes gets CEOs 


into public relations hot water. 
Lincoln National CEO Den- 
nis EL Glass saw this pay cat - 
egorydropto $308,463 last year 
from $2.26 million in 2008. His 
perks were limited to a $16,600 
matching charitable contribu¬ 
tion and included nothing for 
personal use of aircraft, which 
was reported as $82,901 the year 
before, “These kind of perks just 
aren’t worth it/ 1 says David E, 
Gordon of Frederic W. Cook & 
Co, t a compensation consul¬ 
tancy. “They are a small frac¬ 
tion of overall compensation 
but have the ability to get 50% 
of the attention/ 7 

Certainly public pressure 
played a role in forcing execu¬ 
tive pay cuts. Last year share¬ 
holder activists on boards such as 
AT&T, Apple ^ and Pfizer campaigned for say-on-pay resolu¬ 
tions, {Shareholders succeeded at Apple and Pfizer, and didn’t 
at AT&T.) While typically nonbmdmg T they allow shareholders 
a say on whether or not pay packages are too fat, RiskMetrics, a 
governance consulting firm, has counted 180 pending resolu¬ 
tions concerning executive compensation. That’s down from 
230 as of the same time last year, says Carol Bowie of RiskMet- 
rics, but well ahead of the level five years ago. 

Tim White, a partner with executive recruiter Kaye/ 
Bassiuan, ties shareholder dismay on pay to the economic 
downturn. “In difficult times, there h always a daraoring for 
the fat cats to make leKS money 厂 he says. Some of that uproar 
soon maybe tempered. Ilis prediction as the economy im¬ 
proves? Executive compensation will go right back up. BW 
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When you choose one of our Retirement Funds 
for individual investors, you can be sure that your 
investment is being managed by experienced 
fund managers who have navigated a variety of 
market conditions, 

T. Rowe Price Retirement Funds include diverse 
Investments that are carefully selected and adjusted 
to address an investors changing needs both before 
and after retirement. All with Sow expenses, no 

loads, and no additional management fees. Switch to a proven performer from J, Rowe Price. 

Visit our Web site or call our Investment 

Results wil! vary for other periods. Post performance Guidance Specialists to decide if a T. Rowe Price 

cannot guarantee future results. Fund returns Retirement Fund is right for you- 

have been affected by market volatility and are 

negative for certain periods. Act by April 15 for your 2009 IRA contribution. 


troweprice.com/target 1.888.411,1953 

TRoweRice Hk 

INVEST WITH CONFIDENCE 


Request a prospectus or summary prospectus; each includes investment objectives, risks, fees, expenses, and other 
information that you should read and consider carefully before investing. 

The funds are not guaranteed at any time, including at or after the target date (when investors turn 65). Their investment mix 
exposes investors to different types of market risk. The funds" objectives change over time from growth, to a balance of growth and 
income, and finally to income and principal stability during retirement. The funds maintain a substantial allocation to equities both 
prior to and after the target date, which can result in greater voiatility* 
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do not have a 5-year iierfiormaiEe history), (Source for data: Lipper be,} 
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SPECIAL REPORT: COMPENSATION 


By Jason Zengerle : 

Photograph by Charles Bertram /' 
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On the night of Apr. 5 , when the coach of college basket¬ 
ball's newly crowned champion climbs a ladder in India¬ 
napolis to cut down the nets, the moment will be freighted 
with emotion—and money. March Madness, after all, isn’t 
just a basketball tournament; iVs a cash cow. CBS last year 
charged nearly $ 1.2 million for a 30 -second spot dur¬ 
ing the national championship game, the highest ad rate 
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John Caftpa^i 

UNfVERSITY OF KENTUCKY 



$3J MILLION/YEAR 

Receives $650,000 bonus 
if Kentucky wins the 
NCAA tournament 



for any sporting event not called the SuperBowl. Even the 
aforementioned ladder is monetized: For the third year run¬ 
ning, the Werner Ladder Co. has paid the National Collegiate 
Athletic Assn, and CBS amindis closed sum—and built a spe¬ 
cial 9-foot model—in order to be 11 The Official Ladder of the 
NCAA Basketball Cbampionships r 

On an individual level, no one gains more from March Mad¬ 
ness than the coach standing atop that ladder It^sa good bet 
his contract contains a hefty bonus clause for winning the 
title. Should the University of Kentucky win it all, its coach, 
John Calipari, will receive an additional $650,000 on top of 
hk $37 million in guaranteed compensation this; year. And 
winning the NCAA tournament almost always means a new, 
more lucrative contract for a coach, as well. After the Univer¬ 
sity of Kansas won the national title in 2008, it tore up Bill 
Self’s $1.6 million-a-year contract, which had three years re¬ 
maining, and gave him anew 10-year, $30 million deal. 

Even the coacli of the losing team in the finals can reap an 
irrational profit* In 2004, runner-up Georgia Tech rewarded 
Pauli Iewittwitha new six-year contract that bumped liis pay 
past 銮 1 million a year. More impressively, it includes a provi¬ 
sion that calls for the term of the contract always to remain 
at six years. I hat means should Georgia Tech ever want to 
fire Hewitt—some tiling many Yellow Jackets fans would like, 
since Hewitt hasn’t been within sniffing distance of the Final 
Four since then—it will have to pay him nearly $7 million in 
severance. {Hewitt has recently been in discmsions about 
moving to St. John’s University.) 

if T as the saying goes, the NBA is a players 7 game T then col¬ 
lege hoops belongs to the coaches. With the beat college play¬ 
ers staying in school for only a year or two, it k the grown men 
stalking the sidelines who supply the identity and (relative) 
continuity of college basketball. Fans create cheers around the 
coaches 1 names, the alimmi clamor for them to attend their 
gatheringSj and the television cameras focus on their contorted 
faces thioughout the game. But their power is much more than 
symbolic. The peculiarities of the labor market give them huge 


financial leverage■ Unlike the players, who according to NCAA 
rules must sit out a year if they transfer to tmother school, 
coaches cafi T and do T change jobs pretty much at will. Even 
more important, because the NCAA remains wedded to the 
romantic imagery of ^imateur ^student athletes/ 5 the. coaches 
are March Madness 1 only officially paid contestants. So even 
in todays econortiic climate—with schools facing budget cuts 
and shriveled endowments — college coaches remain proudly 
impervious to recessionary pressures. “Someone asked me T 
'When are universities going to quit paying coaches these out¬ 
landish salaries?' rT says University of Kentucky President Lee 
l n odd. “Audi answered, 'When people turn off their televisions 
and don’t want to watch college basketball / ff 

NIKE f S EMOLUMENTS 

Before 1979—the momentous year in which Larry Bird and 
Magic Johnson faced off in the NCAA finals^ ESPN was born, 
and the Big East Conference was formed—college basketball 
was small-time. “Coaches would get a one-page better of 
appointment’ saying, ( Here T s your salary, you T re here for this 
year, good luck / 11 recalls Robert Ades, a lawyer who represents 
top coaches, including Syracuse University’s JiraBoeheim and 
University of Maryland^ Gary Williams. “But after 1979, you 
had 10—page appointment agreements, 20-page endorsement 
agreements, and 10-page media agreements. 11 

The biggest boost to coaches ’ paychecks initially caraefrora 
the shoe companies, particularly Nike. In the late 7 ds ，a bas¬ 
ketball promoter named Sonny Vaccaro persuaded Nike, then 

a fledgling company focused on 
runners，to breaJc into the bas¬ 
ketball market by paying coach¬ 
es to outfit their players in Nike 
gear. The first payments topped 
out at around $10,000, By the 
mid- ? 80s T after Nike r s annual 
basketball shoe sales grew from 
$7 million to $400 million, the 
company was giving coaches 
such as Georgetown Universi¬ 
ty's John Thompson $200,000 
a year. “Nike was paying them 
more than the schools,” says 
Vaccaro. 

in the 1990$^ Nike and other 
shoe companies mostly stopped 
paying coaches directly and 
signed “all-school agree- 
mentft/ T in which the company 
cuts a check to the school in ex¬ 
change for all its teania wearing 
its gear and for other consider¬ 
ations (such as signs in stadi- 
urns and arenas) that coaches 
don’t control. The universi¬ 
ties then disperse this money 
to their coaching staffs, with 
the major portions of it going 
to their football and basketball 



MOSTOF 
CALIPARrS 
$37 MIL 
PER YEAR 
COMES 
FROM UK’S 
DEALS 
WITH 
NIKE AND 
SPORTS 
MARKETER 
IMG 
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Tom Izzo 

MICHIGAN STATE 


Ofuce Pearl Frank Martin Ben Jacobsoo 

UNIVERSITY OF TENNESSEE KANSAS STATE UNIVERSITY UNIV.OF NOTHERN IOWA 


❿嘛#❺ 

$2.59 MILLION $2.4 MILLION $76Q ， Q0Q $290,ODD 

Also gets 5-year position in the Includes a $500 f 000 New five-year contract will Team's NCAA run all 

athletic dept after retirement— longevity bonus" bump his pay to an average of but guarantees a hefty 

at $200 r 000 per annum for staying five years $1.55 million a season raise or a new job 


coaches. In addition to the ample proceeds from broadcast 
deals and other corporate sponsorships, these funds account 
for the bulk of coaches r compensation today. 

Kentucky T s Calipari is cur rently the highest-paid coach in 
college basketball. He has an eight-year, $31.65 million deal T 
but of the $37 million he’s guaranteed to make in 2010, only 
^400,000 is formal salary. The rest comes from what liis 
§ contract calls u University Agreements/ 1 which include Ken- 

, tucky^s deals with Nike and the sports marketing giant iMG 
§ {which runs the net work t hate arries C alipari ? s radio and tele - 

I vision shows). Many coaches are explicitly paid for appear- 
屋 antes; Jim Calhoun, coach at the University of Connecticut, 
I made $1^6 million this year in a deal that compensates him for, 

二； among other things .attending golf outings, banquets, and the 

4 team’s annual visit to the Connecticut State CapitoL 

迦 

I SWEATER RIGHTS 

單 Beyond their mammoth contracts, coaches have shown a gift 
E for entrepreneiirialisra. When Ohio State University hired jim 
j O^Brien as its basketball coach in 1997, he received $200^000 
H from the university^ all-school deal with Nike. CVBrien then 

1 cut his own separate deal with another company to supply his 
^ team with basketballs. “Ohio State said, *You can^t do that,”’ 

5 recalls Ades, who represented O’Brien. “I said, *You didn’t 

2 say anything about the ball’ So then they changed that. They 
I had to buy hiro out* It cost them money to learn that.” Bob 
I Knight, while the coach at Texas Tech，sold “sweater rights TT 
I to O 7 Reilly Auto Parts, which slapped its logo on the black 
I sweaters Knight wore during games. 

§ Then there are the summer basketball camps, which range 
I from the }ohn Calipari Basketball School T at which children 
i ages 7 to 18 pay $415 for the opportunity to have Kentucky's 
I coach tell them to bend their knees on their foul shots 】 to Duke 
§ Coach Mike Krzyzewski's t( K Academy/^ where adults fork 
^ over $10,000 to spend live days playing basketball and learn- 
I ing earn-building techniques 厂 

S KrzyzewskiTs team-building lessons are even in demand 


away from the basketball court. He’s a regular presence on 
the corporate speaking circuit, charging JlOO^OODapop, and 
has served as a pitchman for American Express T boasting in 
the company’s commercialsi look at myself as a leader who 
just happens to coach basketballOf the five books he has au¬ 
thored, only two are about hoops; the other three aie about 
business. 

So what do the institutions of higher learning that pay these 
coaches so much get out of the deal? Reliable data for the re¬ 
turn on investment of a big-time college basketball team is 
difficult to obtain. Under the Equity in Athletics Disclosure 
Act <LADA), each school is required to submit annual revenue 
and expense figures to the U,S. Education Dept.,but there is 
no uniform accounting standard, and the figures are all over 
the map. For instance, according to Duke T s most recent EADA 
ftling, its basketball team lost more than ^2 million in 2008, 
Ihat^s only because the university's accountants didn't credit 
a substantial amount of income—like S9 million in booster 
club donations for the opportunity to buy Duke basketball 
season tickets —to the hoopsters. 

At schools with on- campus arenas that hold more than 
20,000^5:^11 as the University of North Carolina，ticket sales, 
concessions^ and sponsorship deals bring in substantial rev¬ 
enues. Wachovia pays UNC more than $1 million a year to put 
its logo on a court side table and elsewhere at UNC sporting 
events. Booster clubs r like Duke^s ^ typically kick in roillions for 
prime seats. And the better a schools performance r the more 
merchandise it sells: When Kansas won the national champi¬ 
onship in 200 8, its licensing revenue exploded to $2.5 million, 
J 1.5 million more than the previous year’s. 

The presidents of big-time basketball schools are quick to 
point out that the money their teams generate covers expenses 
for so-callednonrevemie sports, such as volleybail T water polo, 
and wrestling. At a haiidM of schools, the money from basket- 
bail and football even overflows the athletic departments cof¬ 
fers arid trickles down to the rest of the university. ^Each year 
the athletic department gives us $1.7 million in cash for iion- 
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Mike Krzyzewski 

DUKE UNIVERSITY 



$3.6 MILLION 

Figure is from 2008. On top 
of his hoops income, he has 
written three business books 



athletic scholarships^ says the University of Kentucky Tbdd. 

These presidents also point to other, less tangible ben¬ 
efits. “One of the most effective ways to market your univer¬ 
sity nationally is to have a really quality athletic program/ 1 
says David Scliniidly, the president of the University of New 
Mexico, whose basketball team set a school record for wins 
this year, “It helps recruit faculty, students t and donors. It 
helps with the image of the whole university/' That’s why, 
when Schniidly became New Mexico’s president three years 
ago, one of his first orders of business was to hire a basketball 
coach who could build a ^nationally competitive program TT — 
something he 7 d done when, as the president of Texas l^ch r 
he hired Bobby Knight. With the promise of $1 million in an¬ 
nual com pens at ion—not to mention $60 million of renova¬ 
tions to the school's arena that will makeit, Sclimidly boasts, 
“the best basketball facility west of the Mississippi River rT — 
Schniidly lured one of Knight's former players, Steve Alford, 
to coach New Mexico, 

The fact that Alford now makes almost twice as much as the 
man who hired him doesn’t bother Scliraidly. “it r s all market 
driven/ 1 he says. “Steve’s probably the only million-dollar 
coach in New Mexico, and a lot of people have expressed con¬ 
cern about that, but you have to look at what yon get. It’K a 
competitive mdtsstry, and if you want a good-quality coach, 
you’ve got to pay for it 

OPPORTUNITY FOR THE LITTLE GUYS 

For raw earning potential 7 basketball is far les^ lucrative than 
football. According to the University of Texas’s statistics, its 
football team turned a $6s million profit m 2008, making it 
a much better business than most professional football op¬ 
erations. But the team’s annual expenses—including schol¬ 
arships for 85 players»a $5.1 million annual salary for its head 
coach , and (900,000 a year for his top assistant—run to more 
than $20 million, a level of investment only a big state school 
like Texas can typically afford. By contrast, the top-tier bas¬ 
ketball teams are lucky to clear iio miliion. Blit the barriers to 


entry for hoops—13 scholaiships;, one well-paid coach, and 
a gym are the basic components — are surmountable for less 
well-heeled schools, like Butler, Oomaga, and Xavier, that 
want to make a xianie for themselves as March Madness par¬ 
ticipants. On the basketball floor at least, they can hold their 
own with the giants. 

Fora school that ftelds a competitive mid-major Division 1 
team and hopes to crack the NGAA tournament every few years, 
the going rate for an experienced coach is roughly $300,000. 
A nonstar coach in the Atlantic Coast Conference, in which 
Duke and North Carolina play^ costs more than double that. 
Success brings rapid inflation. If a coach puts together a string 
of tournament wins, it can quickly become unclear who works 
for whom. The top coaches tend to transfer the whole value 
of their programs onto themselves. “The cream-of-the-crop 
players tend to be one-and-done, so they’re picking schools 
by coaches as much as anything^ says Craig I’enech, a sports 
agent who has represented coaches and players. “The coaches 
are game-changers/ 1 

For all its success, Duke basketball without Mike Krzyze- 
wski would not necessarily remain a national power, and the 
university understands that. So when the Los Angeles Lakers 
tried to hire Krzyzewski six years ago r Duke President Richard 
Bracihead, once a literature professor at Yale, locked arms with 
students at a rally outside the schoors basketball arena to form 
a big T human “K” and chanted, “Coach K, please stay!” Oh, 
and he gave the coach a lifetime contract , Brodhead knew that 
no matter what else he did at Duke, if Krzyzewski left, he al¬ 
ways be known as H rhe President 
Who Let Coach K Get Away: 

That maybe the biggest rea¬ 
son why—in the midst of hiring 
freezes md faculty furloughs— 
university presidents are still 
shelling out the big bucks for 
basketball coaches: They fear 
the consequences of losing. Last 
year, Kentucky's Todd fired Billy 
Gillispie after only two seasons 
on the job and paid a king's ran¬ 
som to land Cdipari. A UK alrnn 
himseLf, who as a Massachu¬ 
setts Institute of Technology 
grad student used to drive to a 
hill outside Boston so he could 
pickup the signal from a Louis¬ 
ville AM station that broadcast 
Wildcat games, lbdd knows how 
passionate Kentucky basketball 
fans can be. And the fact that 
Kentucky has not been to a Final 
Rmr in his nine-year tenure as 
the school^ president weighs 
on him personally—and profes¬ 
sionally. “My job is a whole lot 
easier, and Pm a much better 
president/’ Todd says, “when 
we^re winning ball games.” 1 BWi 



WHEN THE 
LAKERS 
MADE A 
RUN AT 
COACH K ， 
DUKE HELD 
A RALLY TO 
BEG HIM TO 
STAY-ANO 
GAVE HIM 
A LIFETIME 
CONTRACT 
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A proud history of savings and reliaTbility，Lacked hj 
tke strength of Warren Buffett’s Berkshire Hathaway Inc 
(Note ： tke above portrait is not Mr. Buffett.) 


Nearly 15 years ago, GEICO became a proud part of Warren Buffett's famed holding 
company. Back then，the Gecko was one of the hardworking people — sorry, reptiles — in 
our GEICO offices* Now he’s helped GEICO become not only the third-largest car insurance 
company in the country，but also the fastest growing. Which is no surprise. For over 70 years ， 
GEICO has worked hard to save people hundreds on car insurance. So why not give the Gecko 
a call to see how much you could save? You’ll find he s easier to reach than Mr. Buffett 
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WHAT，S NEXT 


ECONOMICS AND POLICY 


Obamacare^s 
Cost Scalpel 

How does the health-care overhaul propose to 
control spending? By evaluating treatments 
through “comparative effectiveness research” 


By Alex Nussbaum, Meg Tirrell, 

Pat Wechslen and Tom Randall 

One often-heard criticism of the 
health-care reforni legislation that 
President Barack Obama has now 
signed into law is that it won’t do 
enough to rein in the cost of treat¬ 
ment. U.S. medical spending has 
soared to $2.5 trillion per year (a price 
tag that has more than doubled in 
15 years) and represents 18% of the 
nation's gross domestic product. Can 
Obaniacare begin to cope with that? 

The answer m a qualified yea* 
Tucked inside the 2 r 400-pagebill 
is an item (it^s right there on page 
l T 6l7) that has generated far less 
attention and political heat than 
other parts of the White Housed 
plan to expand medical coverage to 
32 million uninsured Americans. The 
measure requires the U,S, to put aside 
J500 million or more a year for some¬ 
thing called ^comparative effective¬ 
ness research/ 1 an imgainly name for 
a process Obama hopes will reduce 
costs. The studies, designed to show 
which drugs, devices, and medical 
treatments work best, could have an 
enormous impact on the delivery of 


health care in the years aliead^ scru¬ 
tinizing everything from cholesterol 
drugs and heart stents to hospital 
procedures. 

By using statistics-driven research 
method!^ its backers say, compara¬ 
tive effectiveness promises to bring 
scientific rigor to medical decision- 
makirtg that is too often inOviencedby 
tradition and marketing. As such ， 
the research is one of the few mea¬ 
sures in the new law that has any 
chance of flattening America^ medi¬ 
cal cost curve, according to Boston- 
basedhealth-care analyst John 
Sullivan of Lee rink Swann. 

That also niean55 that comparative 
effectiveness may be ^ a headwind for 
the health-care industry" Sullivan 
says. “If research shows that less 
complex and maybe less expensive 
products and therapies work just 
as well, that is not good news” for 
many companies. On top of that, the 
new health-care reform law tightens 
restrictions on insurers and requires 
that most Americans be covered. 

Comparative effectiveness is not 
the only tool in the law designed 
to pry savings out of the system, 


says Peter Orszag, Obama's budget 
director The legislation also tests 
new payment systems for doctors, 
penalizes hospitals for high readmis¬ 
sion rates j and creates ail indepen¬ 
dent commission to evaluate which 
treatments Medicare should pay for T 
he says. "1 don’t think there’s any one 
piece that, by itself, is the end-all^ be- 
all” for slowing the growth in medical 
expenses, Orszagsays. ^Together^ 
they work to move toward a higher- 
quality, lower-cost system over timeJ , 

Orszag T a lanky, high - octane 
economist who trained at Princeton 
University and the London School 
of liconoraics, has been a leading 
evangelist for comparative effective¬ 
ness research. As a scholar at the 
Brookings institution in Washington ， 
Orszag was perplexed that so much 
attention was being paid to the rising 
cost of Social Security, even though 
health care represented a far larger 
share of the nation's economy. Orszag 
eventually discovered the Dartmouth 
Atlas of I lealth Care, a national study 
on the variations in how medical re¬ 
sources aie distributed in the U.S. 

“HUGE EFFICIENCIES" 

That research suggested that JyOD bil¬ 
lion in annual savings could be 
achieved by eliminating wide dispari¬ 
ties in the cost of similar procedures, 
especially those in which pricier op¬ 
tions don ? t produce better outcomes. 
“Huge efficiencies could be gained if 
we change the way we practice medi¬ 
cine" Orszag said in a May 2009 in¬ 
terview, as he lobbied for the creation 
of a government institute to gather the 
evidence. 

Republican critics, meanwhile, 
argued throughout the yearlong 
overhaul struggle that the concept 
was a stealth effort to deny health 
care to people who need it, Orszag 
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prevailed. Last year, Congress ap¬ 
proved $1.1 billion in stimulus funding 
for effectiveness research. The new 
legislation creates a nonprofit Patient- 
Centered Outcomes Research Institute 
and charges it with .setting a national 
agenda for the studies, as well asi pro¬ 
viding more money and dift^erainating 
results, 

The institute 
will be run by a 
19-member board 
of governors that 
must include three 
representatives of 
drug, device，and 
diagnostic-testing 
companies. The 
U.S. Comptroller 
General, a Presi¬ 
dential appointee, 
must name the board 
within sis months. 

The health* care 
law focuses on 
studies that assess 
effectiveness rather 
than compare cost. 

It also bars Me dicare T the government 
insurer for the elderly, from using 
the reJiearch as the sole grounds for 
denying reimbursement for medical 
products or procedures. 

Still/’the KavingS can be substantial 
if you’re drawing a clinical study con* 
elusion that a generic drug works as 
well as a branded drug,’ 7 says Lee rink 
Swanns Sullivan, who suggests that 
therapies used by large numbers of 
people aie likely to be researchers 7 first 
targets. That means that Pfizer's cho¬ 
lesterol blockbuster, Lipitor, could be 
in the crosshairs, Sullivan says，along 
with anti-iniammatory drugs such as 
Johnson & Johnson^ Reniicade^ and 
heart stents made by Medtronic and 
Boston Scientific. 

The research may spur consolidation 
among health-care companies ^ 5 iaid 
Jeffrey C.Lerner^ chief executive of¬ 
ficer at the ECRI Institute, which does 
comparative effectiveness research 
for government and hospitals. Smaller 
manufacturers may not have the 
resources to rebut studies questioning 
their products^ value. A2005 study of 
antipsychotic medications shows that 
the most effective treatment doesn't 


always prevail in the marketplace, 
says Robert Rosenheck, a psychiatry 
professor at Yale University School of 
Medicine in New Haven, Conn，The 
U.S,-backed study found a 50-year- 
old drug that cost about $2.50 a day 
worked as well as newer medicines that 
can cost eight times as much. Sales of 


the next- generation antipsycho tics, 
led by AstraZeneca’s Seroquel, Eli 
Lilly’s Zyprexa, and Johnson & John¬ 
son^ Risperdal, still jumped 43% in 
four years to $14.75 billion in 2009, 
according to IMS Health, a collector 
of prescription - drug data based in 
Norwalk, Conn. “Theoverwhelming 
weight of very aggressive marketing 
for 15 years shapes attitudes in ways 
that aren^t likely to be changed by re- 
search/ 1 says Ro^enheck, author of two 
antipsychotic comparison studies. 
Comparative studies changed prac¬ 
tices in breast cancer, where doctors 
ended the routine removal of entire 
breasts after studies found less drastic 
operations were just as effective, 
Rosenheck says. “Tliose are mostly 

RESEARCH MAY NOT BE 
ENOUGH TO CHANGE 
AHITUOES SHAPED BY 
YEARS OF AGGRESSIVE 
MARKETING 


[treatments] where there was no pri¬ 
vate corporation actively marketing its 
perspective 尸 

Funding for comparative effec¬ 
tiveness in the health law Vi tied to 
Medicare^ trusit fund and a new tax on 
insurers, which should help imulate 
the research from politics, says Daniel 
Mendelson, a former official in BiO 
Clinton’s Office of Management & 
Budget who is now CEO of Avalere 
I Iealth, a Washington consulting firm. 
Companies need to realize that com ¬ 
parative research is now “a permanent 
part of the dialogue/' he says. 

Drugraakers, led by Pfizer, support 
the effort as 11 an important solu¬ 
tion for better quality andiiltimately 
better value in health care/ 7 says 
Randy Burkholder, an associate vice- 
president at PhilMA, the industry’s 
trade group. Device companies agree r 
says David Nexon, 
an executive vice- 
president at trade 
group AdvaMed, The 
industry favored the 
legislation because 
it focuses on clinical effectiveness, 
rather than cost and because manu¬ 
facturers will be part of the decision- 
niaking, he says. Device-makerfi hope 
it can speed widespread use of tech* 
nologies proven better than existing 
treatments, Nexon says. 

“it takes about 17 years until a new 
technology is fully accepted as the 
dominant practice even for some¬ 
thing that's new and better，” lie says. 
“If you r ve got something that's really 
superior, having these studies validate 
that can really speed up the adoption. 11 

I-or doctors, the research results 
will mu op against years of tradition, 
says Devon Herrick T senior feUow 
at the nonprofit National Center for 
Policy Analysis in Dallas. Doctors 
tend not to think about the cost of the 
drugs they 7 re prescribing^ Herrick 
says. “Quite often what happens is 
you go to your doctor T they pull a free 
sample out of the pill cabinet because 
people like getting something for free, 
but they don’t know it’s the highest- 
price drug that the companies want 
to promote 广 he says. Changing that 
mindset is what comparative effec¬ 
tiveness is all about. BW 



Comfnorily used 
treatments, such 
as heart stents, 
will b€ scrutinized 
first 
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An Avaya Aura™ unified communications solution requires up to 80% less hardware 
than other competitive offerings* That means your organization conserves space and 
energy, keeping operating costs to a minimum. Simple, Brilliant, See bow much your 
company can save at ivaya,com/aura. 
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STRATEGY & COMPETITION 


Attention ， Slippers: 
This Patent Expired 

Products marked with out-of-date claims are 
provoking a wave of lawsuits from consumers 


By Susan Decker 

What do Procter & Gambled Oral-B 
toothbrushes have in common with 
Kimberly-Clark's Depends Underwear 
for women and the painkiller Advil 
from Pfizer? These productalong 
with Quigley’s Cold^Eeze lozenges and 
Prevacid T a heartburn medicine from 
Novartis, are entangled in dozens of 
patent lawsuits filed in federal courts 
in Chicago, New York, and other cities. 
Nobody 7 s complaining about infringe¬ 
ment. The problem ik that the patents 
have expired, say organizations and 
individuals who are suing . 

The suits stem, oddly enough, from a 
U.S* appeals court ruling in December 
involving improper patent markings 
on construction stilts on a job site. The 
rilling said product vendors could face 
a federal penalty of up to $500 for every 
item falsely marked—and consumers 
who file such suits and win may split 


the damages with the U S, government. 
“There’s just been an explosion of 
these cases, says Jason C. White of the 
I lowrey law firm in Chicago, who has 
represented companies in such suits. 

At work is a century-old law, last 
amended in 1952, that lets individu- 
eQs sue on behalf of the 
government. The law 
was designed to deter 
manufacturers from in¬ 
accurately claitning their 
products are protected 
by patents ^ which can squelch com¬ 
petition and confer an unfair market¬ 
ing advantage. There’s no justification 
for the erroneous markings, says 
Daniel B, Raviclier, executive director 
of the Public Patent Foundation in New 
York, a nonprofit that brought the suits 
against Qiiigley and Novartis, “No one 
is holding a gun to these companies’ 
heads and forcing them to [make] 
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false statements.” 

Plaintiffs who 
win could be well 
rewarded—at least in 
theory. In the Advil 
suit T for example, Pfizer would have 
to fork over $500 for each box fiold if it 
were hit with the maxirnum penalty. 
But don't expect windfall judgements^ 
says Ravicher. Judges have a lot of dis¬ 
cretion. In cases with a large number of 
products, he says, they could award “a 
gazillionthofa penny” on each item. 

That’s assuming the suits make it to 
trial. Last May a federal judge in New 
York threw out a suit against Brooks 
Brothers over bow ties marked with 
patent numbers that expired in the 
195 OS. He found that the New Jersey 
patent lawyer who filed the complaints 
wasn’t hurt by the fake markings and 
any harm to competition was theo¬ 
retical. Now Congress is considering 
requiring that only thosie who suffer 
a “competitive injury” be allowed 
to sue. That means most consumer 
suits—many filed by a small number of 
individuals—would be banned* 
Chicago lawyer White says compa¬ 
nies have a valid argument. They ’re 
TequiTedto put relevant patent num* 
bers on products if they want to collect 
damages; for pasit infringement in a 
lawsuit. If they fail to remove the mark¬ 
ings through simple oversight ^ he says, 
“Hew does that equate to purposeful 
intent to deceive the public? ” BW 
-WiEft Andrew M. Harris in Chicago 


Legal catnip: 
Plaintiffs say all 
these products 
are off-patent 
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STRATEGY & COMPETITION 


A Three-Way 
Food Fight In Brazil 

In Latin America's largest market, Wal-Mart is 
spending big to overtake Carre four and a local rival 


By Ladka Bauerova T Chris 
Bui-fitt, and Joao Oliveira 
Maria do Socorro Brito 
Lyra never leaves her Sao 
Paulo home to go shop¬ 
ping without her super- 
market circulars. Each of 
the nation^ three biggest 
grocers promises to match 
the lowest price offered 
by a competitor if shop¬ 
pers come armed with a 
rival’s flyer, “1 always pay 
the lowest price" declares 
the 34-year-old teacher, 
waving a fistful of flyers as 
she stands at a Wal-Mart 
Stores checkout. 

in this most open of the 
large emerging economies r 
the worlds two biggest 
supermarket chains and 
a homegrown competi¬ 
tor are battling for domi¬ 
nance. Leading the field is 
Companhia Brasileira de 
Disiribuicao Gmpo Pao de 
A^ucar, with revenues of 
$13 billion in 2009. Close 
behind is France’s Carre- 
four, with sales last year of 
$12.6 billion. In third place T 
but making a big push, is 
the world’s No. 1 retailer 
Wal-Mart Stores, which 
operates under several names in Brazil. 
It racked up $9.5 billion in sales in 
Brazil last year. 

All three plan to invest big in Brazil 
in coming years. As its middle class 
expands, annual spending on food 
is expected to rise 50% over the next 



“WE HAVE A VERY，VERY CLEAR 
PLAN TO WIN. WE ARE INVESTING 
HEAVILY TO HAVE A MORE SOLID 
AND PERSUASIVE PRESENCE” 


five years r to $406 billion T says Carlos 
Hernandez, a Madrid-based analyst 
at consultant Planet Retail. Among 
the emerging nations known as the 
BRICs, Brazil offers fewer barriers 
io business than Russia, India, and 
China. India bans foreign stores that 


Bargain hunting: 

A stopper at a 
Wal-Mart Todo Dia 
supermarket in 
Sao Paulo 


sell multiple brands, and Russia Limits 
expansion by retailers. China is at¬ 
tractive because of its rapid economic 
growth, expected to be 8% in 2010, 
vs. 5,8% in Brazil. However, ^Brazil 
is mote developed in terms of infra¬ 
ct rue ture and wealth creation/' says 
fustin Scarboroughj a retail analyst 
at Royal Bank of Scotland in London, 
“Consumers are used to shopping in 
hypermarkets j whereas retail in China 
is more traditional.” 

Already No. 1 in Mexico, Wal-Mart 
aims to overtake Carrefour to become 
No. 2 or No. 1 in Latin America's larg¬ 
est market/L'he 
Bentonville (Ark.) 
retailer plans to 
spend $1.2 billion 
this year to open 110 
new stores in Brazil, 
on top of the 436 it 
now operates. It may also scout out 
an acquisition, says Hector Nunes, 
president of Wal-Mart Brazil. “We 
have a very r very clear plan to win here 
in Brazil/ 1 he says. “We are investing 
heavily to start having a much more 
solid and persuasive presence,” 
Wal-Mart is opening the cash 
spigot at a time when Carrefour is ； 
contending with the recession in 
Europe, which accounts for So% of 
its revenues. Annual sales growth for 
the Paris;-based chain at home has 
averaged less than 1% over the last 10 
years. To defend its No. 2 position in 
Brazil, Carrefour is planning to spend 
$1.4 billion over the next two years. 
The goal: to add 70 stores and double 
Brazil's share of Carrefour^ overall 
sales to 20% by 2015, Pao de Agu- 
car, which is 34% owned by iTench 
supermarket chain Casino, says it will 
invest $2.8 billion to add 300 stores to 
its l^oSo-store chain by 2DI2. 

As the race for shoppers intensi- 
Cairefoitr may have a hard time 
staving off Wal-Mart T s assault. The 
U.S. company is outspending itK rival 
in Brazil, yet its investment amounts 
to less than 10% of its overall capital 
budget. Carrefour is pouring 20 % of 
its budget into Latin America. Predicts 
Janies Monro, an analyst at Standard & 
Poor's in London: ifWal-Mart slays on 
track, it “will inevitably take over the 
region and become No. I / 1 I BW 
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NEC GIVES THE PENINSULA 
SHANGHAI WHAT IT NEEDS - 
SEAMLESS SERVICE. 




The newly opened Peninsula Shanghai has everything 


a world-class hotel needs to differentiate its property: 


extraordinary service, five-star dining and Unified 


Communications from NEC. With a fully-converged voice 


and data wireless LAN throughout 99.9% of the hotel. 


over 200 guest service staff on the move are connected 


to applications that enable immediate responses to 


guest requests. Says Shane Izaks, 〃We make sure that 


our guests are well looked after and all their needs are 




Learn how NEC can partner with your 
company at www.nec.com/cases/peninsula 
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STRATEGY & COMPETITION 


And Now，Gastric 
Surgery for Kids 

Allergan wants to market its Lap*Band implants for 
younger obese patients, but some doctors are balking 


By Elizabeth Lopafto 
In January 2009, iS^year- 
oldRooalis Naveo weighed 
331 pounds and was at high 
risk for type 2 diabetes. Dieting 
didn’t help. So doctors recom¬ 
mended a procedure in which a 
slender^ hollow belt of silicone 
was inserted through small cuts 
in his belly, looped around his 
s tomach, and filled with saline 
solution. This Lap-Bandj made 
by Allergan, left him feeling 
sated even as his food con¬ 
sumption plummeted. 

Today, NaveoisS^ib. lighter 
and no longer prediabetic. 

--When I lost my first 30 lb., I 
walked up the stairs and was 
like, *Mom, I can breathe,”’ says 
Naveo. “ Iliat was just, wow. 

Doctors performed weight- 
loss surgery of various types on 
nearly 220,000 people over the 
age of 18 in the U.S. last yeai, 
according to the American So¬ 
ciety for Metabolic & Bariatric Surgery^ 
an organization of doctors who carry 
out the procedures. Many were fitted 
with gastric bands such as Allergan/s, 
which brought the Irvine (Calif.) 
company close to $258 million in sales 
in 2009. Now Allergan, best known 
for Botox, is asking U.S. regulators to 
approve its Lap-Bands for teens as 
young as 14+ As part of that push, the 
company is moving ahead with studies 
in adolescents. 

While the U.S. i'ood& Drug Admin- 
istmtion has approved gastric bands 
only for adults, doctors may perform 
the procedure on younger patients. 



Yet ^ without regulatory 
approval^ Allergan can T t 
market Lap-Bands for that 
group. Anodfrom the FDA 
could open an avenue to 
as many a.s 2 million new 
customers^ says Christine Ren-Field- 
ing r a surgeon at New YotR University^ 
Langone Weight Management Pro¬ 
gram, That would be a big boost for 
Allergan, which has about 70% of the 
market, according to Leerink Swarm 
analyst Gary Nacliraan, and for John¬ 
son & Johnson, which makes a gastric 
band called Realize. SanfordC, Bern¬ 
stein analyst Aaron Gal says approval 


for children could increase Lap-Band 
s^ies by asi much as $20 million a year. 

Are Lap-Bands good for kids? Data 
is scarce. In one study by Australian 
: researches% older teens fitted with 
Lap-Bands lost 28% of their total body 
weight, on average. In comparison, a 
diet and exercise group lost just 
according to the study, which was 
funded by Australia's National I lealth 
& Medical Research Council. Allergan 
supplied the Lap-Bands. The company 
is now awaiting results from its own 
trial, begun in I-ebmary 2006, involv¬ 
ing about 150 obese adolescents ages 14 
to 17+ Allergan declined to comment on 
the research, in an e- mail^ a spokes - 
woman said the company “recognized 
the potential bene fit of [the] Lap-Band 
to a greater patient population." 

Young or old, patients face risks 
that include blood clotty infections^ 
and gallstones. Edward Livingston r 
a surgeon at the University of Tfexas 
Southwestern Medical Center in Dallas 
raises another concern. No data exist 
showing gastric bands axe effective in 
the long terra, either m adults or kids. 

Many ofliis patients 
regain weight 5 to 10 
years after surgery, 
says Livingston, 
who has performed 
bariatric surgeries on 
adults for 17 years. 
Ihe problem Jie 
says, “is that you're 
treating a psycho¬ 
logical disease with 
a knifed In addition, 
“you need warnings 
to counsel parents 
and patients about 
lifestyle changes" 
because even if the 
procedures cause no 
harm, the benefits 
may not stick. 

David Lodwig T director of the obesity 
program at Children^ Hospital in Bos - 
ton T also stresses lifestyle. “Ultimately^ 
we want to create a public health 
approach that makes surgery unnec¬ 
essary—lefts junk food ? better school 
lunch, physical education in school/’ 
he says. But until then, “surgery maybe 
the necessary fallback for some of the 
most extreme cases/ 1 > BW- 


Naveo lost 89 lb. 
after surgeons 
inserted a gastric 
band in his belly 
in January 2009 
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Odds of winning the U.S. Open twice 

1/1.2 billion 
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Ernie Els encourages you io learn the signs of autism at aufismspeaks.org 
Eariy diagnosis can make a lifetime of difference. 
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AUTISM SPEAKS 


Odds of having a child diagnosed 
with autism 

1/110 
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MONEY REPORT 


RETAIL 

RALLY? 




Retail sales totaled $710 million in the 
first two months of 2010, up slightly 
from a year ago, according to the 
Commerce Dept Despite a stubborn 
unemployment rate, analysts at Stan¬ 
dards Poor’s Equity Research wrote 
on Mar. 15 that many retailers “maybe 
poised for … significant growths Such 
companies as Advance Auto Parts, Wal- 
Mart Stores, and Dollar General may have “benefitted from a change in consumer 
behavior brought on by the recession” 一 such as repairing cars instead of trading 
them in for new ones. Wall Street analysts upped earnings forecasts for more than 
100 U.S. retail stocks in the past month，including J. Crew Group, according to 
Bloomberg data. For fund investors interested in retail ， S&P recommends Fidelity 
Select Consumer Discretionary and Rydex Retailing. -Tara Kalwarski 



MUTUAL FUND CASH 


BUYING SPREE 

U.S. stock mutual funds are putting money to 
work ： Cash made up 3 , 69 fc of the average port¬ 
folio^ holdings in January, the low¬ 
est reading since September 2007. 

A year earlier, the average was 
5.7%. The fact that so nrnch money 
has already gone into the market 
could signal slowing market mo¬ 
mentum. “It’s not a red light,” says 
Parnassus Investments President 
Jerome Dodson. <f But it^sa flashing 
yellow light that the strongest part 



of the rally h probably over.” At ll60 on Mar. 19, 
the S&P 500 is up about 72^0 since its; March 
2009 low. Dodson estimates it will line 6 % to 
9^0 this; year T to the llS6 to 1225 range. 

One arguinent for a continued really is the 
弟 3 trillion in money market funds. 
In the week ended Mar. l6, inves¬ 
tors yanked $75,6 billion out of 
money markets, the third-largest 
one-week withdrawal ever, ac¬ 
cording to iMoneyNet. While a 
lot of cash has been poured into 
bonds, investors could start focus¬ 
ing on stocks instead, 

-Lynm Jftomasson 


STOCKS 


GOOD DAY AT 
BLACKROCK 

On Mar. 17 shares of 
BlackRock, tfie 
world’s biggest asset 
manager, rose 4,9% 
after Credit Suisse 
Group analysts raised 
their rating on the 
stock to outperform, 
from neutral The 
analysts expect 
increased invest¬ 
ments in the firm’s 
excha oge-traded 
funds and bigger 
sales outside the IXS. 
to drive earnmgs. As 
a result they reckon 
shares could rise to 
280, from 224, over 
the next 12 months. 
-Sree Vidya 
Bhaktavatsafam 
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HOW 10 PLAY IT I PATENTS 



The long-term payoff of a patent can be hard to quantify. In industries 
such as technology and health care, however, many have proved quite 
profitable. The performance of the Claymore/Ocean Tomo Patent Ex¬ 
change-Traded Fund，which tracks an index of 300 companies that boast 
“quality^ patent portfolios，has topped the S&P 500 by more than 10 
percentage points since its launch in late 2006. Investors looking to profit 
from patents can invest in this ETF or buy shares of a company like IBM, 
the top recipient of invention patents in the U,S. in 2009, 



Data: Blqqmbqrg 


TOP INNOVATORS 

Although a domesltc company 
tops the list, foreign businesses 
collected more than half of U.S. 
patents issued for the second 
year in a row. 

TOP RECIPIENTS Of U,S h INVENTION 
PATENTS list 2009 

IBM NUMBER OF PATENTS 


4,914 


SAWStING ELECTRONICS 


M>CRQSOFr _ 

2,906 


CANO« 

2 t 206 


PANASONIC 

^^■■1.829 


TOSHtBA 


SONY 


INTEL 

■■■ 1,537 


SEIKO EPSON 

■■■1,330 


HEWLETT-PACKARD 

■H 1,273 
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INVENTIVE INDUSTRIES 

CLAYMOR E/OCEAN TO MO PATENT ETF 
SREAKOOWM SY SECTOR 

CONSUMER 
0»SCRET»0NARY 

OTHER* 

INDUSTRIALS 

ENERGY 


Tech stocks account for the biggest share o! the Claymore/Ocean Tomo Patent ETF 



TELECOM SERVICES 


■- INFORMATION 
TECHNOLOGY 


HEALTH CARE 


Includes materials, consumer slaplcs, finandals, and ulililbs 
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TOP HOLDINGS/TtCKER 

SECTOR 

PRICE 

2009 

2010 ， 

JVJICROSOFT/msft 

• 

29.59 

61 哚 


APPLE/mpl 

• 

222.25 

147 

5 

GENERAL ELECTRICMe 

m 

18.07 

-2 

20 

ROYAL DUTCH SHELL/rds.a 

參 

58.50 

21 

-1 

BP/bp 


57.69 

33 

1 

JOHNSON & JOHNSON/jnj 

參 

65.11 

11 

2 

IBM/ibm 

• 

12771 

59 

-2 

AT&T/t 

# 

26+24 

5 


CISCO SYSTEMS/csco 

# 

26+15 

47 

9 

CHEVRON/cw 

« 

74.98 

3 

-2 
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credit 11+ rating, 



Sun Life 


A+ 


Financial 


would 


A+ probably A+ 


become 


A+ 


a 


household 


A+ name. A+ But A+ bragging 


just 


isn’t 



us. 


We’ve maintained an A+ credit rating* for financial strength 
through good times and bad And not once have we 
asked for any government bailout money. It’s time to 
get to know Sun Life FinanciaL 


Sun 

Life Financial^ 

Annuities. Employee Benefits. Life Insurance. 

GetToKnowSunLifexom 


The Life group of cornp&nie^undef The _’5un Ufb Rnanctar name rr The United States and elsewhere, (nsunnce produos a/c offered by members-gf th« SuFt ijh 

Financial groyp that ire insurance company sulKidiaries. Sun Life Frftancial |rrc H the handing company for the Sur Life Financial group is niot an insitmToe company and does not guarantee 
tbe obligations of the insurance company ^ubs^dparies. 

* AM &eft Rating A+ J5upericr) applies to Sun itfe Assurance Company of Ounadi Sun Ufe A^urjncf Conpan^ of Canada (US.) and Sun Life (nsurance arxJ Annuity Company pf 
New York and is object to change, 

■<f 20G9 Stjn Ufe Assurance Companiy of Canada CU.5,}. All rights «Kerved Surv Life Financial md the 封 obe symbol! are registered trademariks of Sun Life A^yrance Company of Canada. 
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LIFE MANAGEMENT 



ACCOUNTANT ANGST 


TAXING 

RELATIONSHIPS 

By Amy Feldman and Joan Caplin 



As tax time nears，people and their 
accountants approach each other 
warily. When clients lay bare their 
financial secrets — telling their ac¬ 
countants about investment gains，job 
losses, divorces, and the like—tax pros 
become more like financial shrinks. 
That closeness j combined with the 
general anxieties of tax time，often 
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brings strong emotions and fraught ismes to 
the surface. Anger? Check. Misplaced bound¬ 
aries? Check. Fear? Cheek, Greed? Check. 

One sign of accountant-client angst: Plug 
the words a how to fire your accountant” into 
Google^ and 555,000 hits come up + Procrastina¬ 
tors turn over piles ofunsorted documents to 
their accountants at the last minute—and then 
get upset when their tax preparers file an exten¬ 
sion. They get angry when their accountants 
nix writeoffs they r re convinced they deserve. 
Meanwhile, the 900,000 to 1.2 million tax pre¬ 
parers—including CPAs, attorneys and others- 
who fill out 86.6 million tax ret urns T according 
to IRS data, vary wildly in term^ of the quality of 
advice s willixigness to test the limits of the mles, 
and the way they interact with clients. 

DEDUCTION DEBATES 

People often stumble randomly into a rela- 
tionsliip with their accountant. Robbie Bell^ a 
64-year-old Realtor and radio talk-show host 
in Miami, and her accotintant, Gerri Lazarre, 

33, have formed a quasi - mot her/daughter 
relationsliip. They met five years ago at a social 
event , when Bell admired Lazarre r s strik¬ 
ing 3-inch heels. Since then, Bell has urged 
Lazarre to have more fun with her wardrobe, 
see a doctor about siinm troubles, and do more 
networking to expand her accounting busi¬ 
ness, FriMerge Consulting Group. But when it 
conies to tax time, Bell is not an easy client. She 
insists on keeping track of receipts by taping 
little pieces of paper together rather than using 
a computer program T and she 7 s consistently 
late in getting information to Lazarre* I hough 
tax season is in full swing for 2009 returns, 

Bell just last month got her 2008 records to 
Lazarre* love her to death, but she’s always 
a year behind. I hate it . I have to babysit her" 
says Lazarre. Bell &ays she dreads their tax- 
time huddles, m like the Inquisition, I feel 
like I ani in the room with the single light bulb 
dangling over my head.” 

A different dynamic was at play in the case 
of an elderly client of John Brandt, a 54-year- 
old CPA in New Berlin, Wis, The client T 78, 
had recently installed new energy-efficient 
windows in a rental property and wanted to get 
a big deduction for doing so. Unfortunately, 
Brandt says, the windows were considered 
a capital improvement for tax purposes and 
needed to be depreciated over 2 jVi years. 

The two had a heated discussion, “She was 
obstinate that she wanted to take this deduc- 


“IFS LIKETHE INQUISITION. I 
FEEL LIKE I AM IN THE ROOM 
WITH THE SINGLE LIGHT BULB 
DANGLING OVER MY HEAD” 


tion and that it was unreasonable for the rules 
not to allow it since [the benefit] would extend 
beyond her life expectancy/^ says Brandt, who 
stood his ground. 

DIVORCES AND RETURNS 

Many taxpayers go to an ac coon tan t who T s a 
family friend or who lives nearby. Sandy Fink- 
lin T s accountant, for both personal and busi¬ 
ness filings T is a former coUege buddy, Crystal 
Arrington. l-'inkiin r 31, chief executive of Miami 
Beach-based Divine Purpose Associates, 
wliich represents Cliristian comedians, artists, 
models, and writers, says Arrington pushes her 
to be more thrifty and to clip coupons. “She 
comments on my spending because she helps 
me with my budget 厂 l-inklin says, “1 eat out a 
lot, and she told mei have to cut down on that* 

1 was embarrassed. Initially I felt like she was in 
my business too much? 

More complicated is the ease of Kristin La- 
vieri^ a 45-year-old tax preparer at Weinstein 
& Anastasio, in I lamden, Conn. Lavieridoes 
taxes for her ex-husband and his wife, and her 
soon-to-be (second) ex-husband. She barters 
with her first husband^ a carpenter, trading tax 
prep for carpentry work. Lavieri says she chides 
him when he f s late with paperwork, telling him 
“you’ve screwed up my scheduled Not surpris¬ 
ingly, there also is angKt in the tax relations hip 
with her soon-to-be ex-husband. When she 
told him what he needed to do to prepare for 
tax time, she says r he didn’t do it. “He wouldn’t 
listen^ and now he has a big bill and he 4 freak¬ 
ing out 尸 she says. Dan Brennan T the 5 ； oon-to^ 
be-ex r says : 11 1 don ? t bsten.rve learned how to 
torn her off.” 

As Apr. 15 approaches, there is one bright 
spot tills year. Many investors have capital 
losses stockpiled that can offset capital gains, 
^Even though not in their control, CPAs are 

having abetter relationship with their clients 
now !，says Joan Crain, wealth strategist at BNY 
Mellon Wealth Management in I- t. Lauderdale, 
Ha. “They’re getting pleasant surprises.” 1 BWi 
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RETIREMENT 


PERSONAL BUSINESS 


SAVINGS PLANS 


FINE-TUNING 
THE 401 k 

By Chnstoplier Farrell 


It was a quiet revolution. Section 40l(k) of the Internal 

Revenue Code went into effect on |an. l, ig8o, with !ittie 
fanfare. Since then, the 40l(k)has evolved into America's 
largest private-sector employer-sponsored retirement 
plan, covering some 50 million workers and holding 
$2,3 trillion in assets r according to the Employee Benefit 

Research Institute ⑴ BRI). 

The 40l(k)^s timing was excellent: Its 
adoption largely coincided with the great 
1982-2000 bull market. During that time 
stocks returned an average of 15.3% a year after 
inflation—more than double the long-term 
average of 7%. Fhat fattened 40i(k) accounts 
and led many to believe that pouring money 
into stocks was a sure way to retire rich. 

After two bear markets in less than a decade, 
that assumption has proved painfully wrong. 

So now employers and fmancial services 
companies are developing strategies to help 
workers better manage their 40i(k)s, The need 
is obvious, Workers J accounts are dismay¬ 
ingly small. After reaching a peak in 2007, the 
average 40l(k) account balance was down 30% 
as of December 2008, and stood just below 
$46 f 000 r calculates EBRI. Balances have likely 
men since the market hit bottom in March 
2009. Meanwhile r many employers have re¬ 
duced or even eliminated the company match 
to employee contributions. 

The 4oi(k) marked a dramatic break with the 
past. With traditional defined-benefit pension 
plans, the employer took on all the investment 
risk and committed to a fixed payout during 
retirement. It was a costly option for employers. 

With the 40i(k\ the employee became the deci¬ 
sion-maker and risk-taker. While the ability of 
workers to control their retirement savings was 
promoted as the 401(k)’s biggest advantage, it 



often was the plan’s biggest downside. Employ¬ 
ees might wait years to sign up, if at aU. Even 
if they did opt in early on, a poorly managed 
401(10 could leave them without enough money 
to retire . u l find having it all up to the individual 
doesn’t make sense/’ says Alicia Munnell, di¬ 
rector of the Center for Retirement Research at 
Boston College, 

MunneU’s sentiment is widely shared. Behav¬ 
ioral economists have made a cottage industry 
of demonstrating how poor most people are 
at making sound investment decisions. It^saH 
too easy for employees to get swept up in the 
markets manic moods. And with everyone fac¬ 
ing heightened demands at work and at home, 
there 7 s little time to learn the fine points of mod¬ 
em portfolio theory. Yet investment decisions 
made at age 30 can determine whether a worker 
enjoys caviar or com chips at age 60 or 65. 

Although there’s talk about getting rid of the 
40l(k), the greater effort is toward reforming 
it. Despite its flaws, it is well suited for a mobile 
workforce with little job security. It's portable 
and offers faster vesting 
than defined-benelit 
plans. Over the past 25 
years the median tenure 
of all workers age 30 or 
over has; stayed at or just 
below five years. Only 
a small percentage of 
private-sector workers 
stayed at one job long 
enough to reap the full 
rewards of defined-ben- 
efit plans. 

To try arid improve 
investment results in 
40i(k)s, employers aie 
removing some of the 
once-vaunted choice 
and limiting the invest¬ 
ment menu. Offering 
target-date funds that automatically diver¬ 
sify and rebalance a portfolio is one strategy. 
More companies are increasing participation in 
40i{k)s by automatically enrolling employees. 
And financial-services companies are design¬ 
ing low-cost annuity options that could more 
easily turn 40i{k) savings into a guaranteed 
lifetime income stream at retirement. 

Even with those efforts，amassing retirement 
wealth will remain subject to market whims, to 
some degree. For better or worse, the revolu¬ 
tion looks like irs here to stay, BW 
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STOCKS 


SMALL-CAP 

SPRINT 


returned 99% T topping the S&P $oo^s gain of 
75%. LordAbbett senior economist Milton 
Ezrati thinks the outperformance will persist: 
Ilis research shows that m seven of the past 10 
major recoveries, small caps have beaten large 
caps for at leasit three yem:s. 

DIGGING FOR DISCOUNTS 

Small cap companies may not be the screaming 
deals they were a year ago. They’re trading at 
about 25 times estimates for the current year's 
earnings, up from about 22 a year ago. At this 
level, they're fairly priced, according to T. Rowe 
Price Small-Cap Value manager Preston Athey: 
“All measures are right in line with long-term 
norms T or even slightly cheaper ■” 

And despite the rally, plenty of small compa¬ 
nies are undervalued. For instance, nine stocks 
in Athey^ portfolio trade at less than one times 
book value ^ while boasting a yield of 3% or 
more. These include Kite Realty Group Tmst, a 
real estate investment trust whose share price 
is 78% below its June 2007 high; Gladstone 
Capital ? which invests in debt securities in 
small- and mid-sized companies and provides 
loans to private businesses; and transporter 
Overseas Shipholding Group, a 42 stock that 
sold above 90 in 2007, “That they pay a divi¬ 
dend tells you management has enough confi¬ 
dence in cash How that they don^t have to hoard 
every dollar that comes in/’ says Athey. 

Such lesser known companies are not with¬ 


out risk. “Any one of them could have a prob- 
Iem/ r says Athey, A sensible way to get in on the 
action is to buy a diversified fund (table). 

Tht ljoo companies in the Russell 2000 
that Wall Street covers are about 10% under¬ 
valued, according to Bloomberg^ consensus 
of analyst forecasts, Telecom and health-care 
companies could rise as much as 15% over the 
next 12 months, say the analysts, and shares of 
drug fnm ARYx I herapeutics could clinib from 
1 to 6.50. Telecom General Coraraunication 
could see its stock, which trades at 6^ rise to io, 
they say. 

The resurgence in mergers; and acquisitions 
could give small caps a boost, says jane White ^ 
a founding principal at Granahan Investment 
Management, a subadviser to Vanguards Ex- 
plorer Fund. White says they’ve just ^started to 
have buyouts from our portfolio." In the second 
half of 2009 f 39 members of the Russell 2000 
were scooped up in mergers or acquisitions. 
That^fi more than double the rate in the first half 
of 2009, according to a study by Ernst & Young. 

Ultimately^ a continued rally depends on 
investor enthusiasm. Ernst & Young reported 
that 32 initial public offerings joined the Rus¬ 
sell 2000 in the last half of 20 09, up from six 
a year earlier. That appetite for small compa¬ 
nies could bode well. Only three stocks were 
delisted over the same period, compared with 
iia year earlier. Maria Pinelli, E&Y director of 
strategic growth markets for the Americas, said 
on Mar. 10: "The current numbers suggest that 
all boats are rising with the Russell tide.” 1 bwi 


PINT-SIZE PICKS，OUTSIZE GAINS 

Morningstar recommends these five small-cap stock ftmds, which for 
the most part have outperformed funds that invest in large companies 

TOTAL RETURN* 


FUND 

TICKER 

EXPENSE 

RATIO 

1 YEAR 

3 YEARS 

SYEARS 

Royce Special Equity 
Investment 

RYSEX 

1,17% 

54% 

5% 

6% 

Vanguard Tax-Managed 
Small Cap 

VTMSX 

at 9 

67 

-2 

3 

Bogle Small Cap 

Growth 

BOG LX 

1.35 

81 


1 

Third Avenue Small-Cap 
Vatue 

TASCX 

tJ3 

57 

-5 

1 

Bridgeway Smal*-Cap 
Value 

BRSVX 

0.92 

66 

-9 

0 


of Mar, 19 Daia: Momingstar, Bloomberg 


By Tara Kalwarski 



Little guys do win, at least during a recovery. Small com¬ 
panies are often more nimble—with less burdensome 
balance sheets and lower fixed costs—than larger rivals, 
advantages that usually help them bounce back from 
slumps more quickly. Since the market bottom last March ， 
the Russell zooo T a benchmark for small U.S. stocks, 
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BOOKS By ERIC ROSTON 


Engineering the Earth 


left Goodeil sizes up the 
silver-bullet technologies 
that may be needed to 
combat rising planetary 
temperatures 



5 


A small group of prominent scientists 
held three private dinners at a posh 
San Francisco restaurant in December 
2008, Barack Obama had just won the 
White House promising, among other 
things, federal action to combat climate 
change—a complex but well documented 
problem becoming more urgent by the 
month. The dinners were called to weigh 
a possible new weapon against global 
warming that goes by the clunky name 
of ^geoengineeriiig/' 5 In attendance was 
Ken Caldeira，a climate modeler with 
the Carnegie Institution for Science who 
also happens to explain science better 
than most of his peers. He articulated a 
central conundrum for the group: “If you 
are pushed against the wall in a Senate 
meeting room and asked what you can do 
to cool off the planet in a hurry，what do 
you say?^^ That’s one question probed in 
Jeff GoodelPs judicious and much needed 
new book ，How to Cool the Planet. Just two 
years after those dinners, geoengineering 
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ha.s become a flashpoint within the 
already ferocious climate, debate. The 
British Royal Society has taken a whack 
at defining the new buzzword: 
deliberate large-scale intervention in 
the Earth's climate system, in order to 
moderate global warming?’ 

Diverse motivations are bringing 
together scientists^ and now politi¬ 
cians and entrepreneurs, around this 
ambitious goal. Some are climate hawks 
who would outlaw coal-burning today 
if there were another way to keep the 
lights on. Some want to ease the impact 


A LOT OF KOOKY 
GEOENGINEERING IDEAS 
HAVE BUBBLED UR 
GOODELL WISELY 
IGNORES THEM 


of climate change on the poor. Others 
hope to make a buck. Caldeira would 
like to me carbon emissions driven 
down to zero and hopes geoengineering 
might buy us time to reach that target. 

Another leading thinker on the top¬ 
ic, Lowell Wood, retired as a nuclear 
weapons expert and threat evaluator 
from Lawrence Livermore National 
Laboratory in 2007 .1 ie moved to 
Seattle to join Intellectual Ventures, 
the big-think technology startup rim 
by former-Microsoft Chief Technology 
Officer Nathan Myhrvold. Myhrvold 
looped in Bill Gates. Before yoo knew 
itj geoengineering—a cocktail-party 
curiosity in 2006 T when Goodell began 
thift book—was commanding serious 
attention from public- and private- 
sector luminaries. 

A lot of kooky geoengineering ideas 
have bubbled up in the popular media. 
Goodell, a contributing editor at RoH- 
ing Stone who avoids the over-the-top 
approach of some of his colleagues, 
also resists the temptation to write 
about these, focusing instead on ideas 
that are beginning to attract research 


dollars. There\ what Wood calls ^dop¬ 
ing the stratosphere " in which govern¬ 
ments release, tons of aerosol particles 
into the sky. They reflect the Sun r s 
light (and explain why big volcanic 
eruptions tend to cool the climate for 
a few months or years). A similar no¬ 
tion, “cloud brightening 广 would pump 
infinitesimal water droplets into the air 
to buffer ocean clouds' reflectivity. 

The public failure of a startup in¬ 
terested in fertilizing oceans with iron 
soured many on geoengineering the 
oceans. The plan was to add iran filings 
to nutrient-poor parts of the seas, 
where they might stimulate plankton 
growth and draw carbon dioxide down 
into the ocean food web and sediment 
trap. Then there’s Energy Secretary 
Steven Chu’s pet idea of whitening 
rooftops arotmd the world to reflect 
solar energy back to space ^ which has 
drawn scattered attention. 

Which authorities would regulate 
any of these moves, and how, is any¬ 
one^ guess, and there¬ 
fore a looming diplomatic 
and legal problem—be¬ 
yond the still-speculative 
nature of much geoengi- 
neeting science. 

Climate action in Wash¬ 
ington has stalled in no 
small part because of the 
feared costs to businesses 
and consumers of rising 
energy prices. The price 
per ton of CO2 pollution 
might run anywhere from 
$10 to $30 in a cap-arid- 
trade program like the one President 
Obama has proposed and the House 
passed last June. Geoengineering ef¬ 
forts, on the other hand，might cost just 
0.7 斌 per ton. “This hi 7 by any standard, 
peanuts" Go odell says. He asks a page 
later; “Who can resist a cheap fix?” 

Well, many environmentalists, that’s 
who- They fear that geoengineering 
would let polluters off the hook and 
exacerbate the underlyiiig problem, 
which is an atmospheric destabiliza¬ 
tion more dramatic than any thing in 
the recent geological record. Some pol¬ 
luters have embraced geoengineering 


precisely because of its possible low 
price. Along the way they've picked 
up advocates in Stephen J. Dubxier 
and Steven D. Levitt, whose, bestseller 
Super Freak on oiriics includes a chapter 
on geoengineering that commits two 
basic errors: oversimplifying Earth 
system science and failing in love with 
the aerosol particle solution. 

Dubner and Levitt trumpet a simple 
answer to climate change in part be ¬ 
cause they Llidn't do enough research 
to understand how little they diet By 
contrast, Goodell understands there's 
no approach to the problem that doesn’t 
confront fundamental questions T such 
as: What is the Earth for? Where does 
nature end and humanity begin? There 
is no trace of climate alarinism or politi¬ 
cal advocacy here. Go ode 11 takes a de¬ 
tailed look at the range of hard choices 
humanity faces and explores how 
complicated moral and et hical consid¬ 
erations will dictate our response. 

Goodell is also a skilled writer, I ie 

splices complicated ideas 
into pithy turns of phrase: 
“What kind of person 
dreams of engineering the 
entire planet? And cm 
we trust him Some of 
his aper^us are delightful. 
Atom-bomb scientist Ed¬ 
ward Teller “had eyebrows 
like the wings ofaB-52?’ 

Geoengineering, 
says Gooilell, maybe an 
inexpensive way to ^cool 
the planet in a hurry.” Or 
it could be a costly 
mistake. We don’t 
know yet. In a final 
chapter called 
^ Hum an Nature:’ 
he writes: tl l do 
believe this is what it comes down 
to. We can ose oor imagination and 
ingenuity to create something beauti* 
ful and sustainable r or we can destroy 
ourselves with stupidity and greed. It 
is oor choice.” 1 BW 

L'ric Roston is the author of The Carbon 
Age: IIow Lifers Core Element Has Be¬ 
come Civilisation^ Greatest Threat. 



How io Cool the 
Pfanet by Jeff 
Goodeih Houghton 
Mifflin Ha 忙瓣 t ， 
262 pp; $26.00 
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By RICH JABOSLOVSKY 


Should You Put Your 
Estate in the Cloud? 

Software that lets you share important 
financial data with a spouse or an heir 
may test your faith in Web 2.0 


Just how moch should you trust the 
cloud? It J s a question you^O need to ask 
yourself as software and data slip the 
coniines of your hard drive and take up 
residence on remote servers thousands 
of milea away. 

I’ve been using a new program called 
Information SAFE {www.iniosafe.com) 
that has forced me to confront the issue 
in stark terms. The software, which i 
like a iot T isa simple way to organize 
your most sensitive personal data—log¬ 
ins for hank accounts, insurance poli¬ 
cies, even your will—so a spouse, heir, 
lawyer, or accountant will have all they 
need in one place should something 
happen to you. The question is: Where 
should that one place be? 

lnformationSAI'E comes in two 
versions. The first you download and 
install on your PC，and it stores your 
encrypted data. The other version r 
which has most of the same features, 
is an online service—meaning both 
the software and your data reside on 
lnformationSAI' E^ servers. You or 
anyone you authorize can access them 
on the Web from any computer. 

The trade-offs are where you learn a 
little something about yourself: infor¬ 
mation that 7 s stashed locally is under 
your direct control but vulnerable to 
fire T floods or a crashed hard drive if it 
i^n T t backed up. As for trusting infor¬ 
mation to the vast Out There T it’s always 
available, but you must have faith in a 
small company’s security procedures to 
make sure the bad guys don’t grab it. 



The desktop edition of Inform at ion^ 
SAPE t which runs on PCs and Macs^ 
cositsi $4Q-95 from the company^ Web 
site. The Web version costs S4-50 a 
months or $49.95 for a year of ser¬ 
vice. Both employ advanced 25 6-bit 
encryption—the type used by the U.S. 
government. The company provides 
assurances that data is protected no 
matter which option you choose. 

1 'he software is pretty intuitive. Your 
information is organized into seven 
main categories—Personal Info, Finan¬ 
cial, Insurance, Legal, I lealth, Prop- 
erty, and Key Contacts—and multiple 
subcategories. Choose Bank Accounts 
under the I-inancial tab, for instance, 


andyou'Obe asked to specify the kind 
of account. Then you ftll out a form that 
includes fields for financial institiition^ 
account number T Web address, user 
name, password, and the like. You can 
provide as much or as little informa¬ 
tion as you choose, and attach files 
from yoiir computer— anything from a 
spreadsheet of current investments to a 
digital copy of your will. 

There area munber of ways to allow 
access to the data. Informations ATii 
can print a booklet in Adobe’s PDI 1 ' 
format or generate a secure link for 
e-mailing files that expires after 30 
days. The online edition allows you 
to track the documentand lets you 
control who else can access 
the account and what they’re 
allowed to do. It sends yon an 
alert whenever one of your 
designees logs in. 

The decision on desktop vs. 
cloud could be a generational 
tiling. Older consumers may 
balk at entrusting sensitive data 
to something as amorphous 
as; the cloud (not to mention a 
startup whose future is 
uncertain). Younger users; may 
have a vastly different notion of 
privacy in the era of Facebook 
and fwitter, to say nothing of 
foursquare and Blippy. lnfor- 
mationSAi’L/s publisher says 
that about 75% of its users have 
opted for the desktop version. 
Personally, l J ve decided the 
cloud is out for now. Besides the liigher 
costs—paying a fee every year, vs, just 
once—the benefits don’t outweigh the 
riaks. ril make sure my wife knows my 
password for the desktop version, and 
i T ll print out a report for the safe-de¬ 
posit box r and maybe for my lawyer. The 
closest ril come to the cloud is making 
sure data h backed up to a remote, online 
service I’m comfortable with. Gue^s Fm 
jmt old-school, ibw 
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EHD QFUFE _ 

THE COST OF KEEPING 
ONE MAN ALIVE 

I have been a reader for 
many years and never have 
I been more touched by an 
article than by “Lessons of a 
$ 618,616 Death” (In Depth, 
Mar. 15 ) - 1 am a 2 S-year- 
old man and a director of 
operatiorLS for a marketing 
firm in Chicago. I have never 
cried in my life in a movie 
ot while reading a bo ok/but 
something about this article 
touched me. 1 think this is 
the best example I have read 
to date about needed reforms 
to our health-care system. 
Damien M, Proctor 
Director of Operations 
Up-Top Branding 

CHICAGO 

A quarter million dollars in 
Other People’s Money was 
paid by thee and me through 
taxes and insurance premi* 
urns to enable one self-cen¬ 
tered family to “look down 
at the Mediterranean from a 
sunny balcony in southern 
Spain … [and take] a car¬ 
riage ride through Philadel¬ 
phians cobbled streets” in a 
futile bid for immortality. 
Can there be any better ar¬ 
gument for ^death panels” ？ 

Paul N. Wenger 
WEST HARTFORD, CONN 

WORKPLACE INJURIES 

AK STEEL 
RESPONDS 

With regard to ,( Cau- 
tion: Stats May Be Slip¬ 
pery^ (Mar. 22 & 29), it is 
Bloomberg BitsinessWech^ 


I' tcssomtrf 一 卟 



reporting that may be 
slippery. You cite an injury 
from 2005 not recorded 
with OSHA as evidence of 
under-reporting. What you 
failed to report is that our 
court challenge in that case 
was a Kentucky Workers ^ 
Compensation claim, and it 
was not an OSIiA-record¬ 
able injury, State Workers ^ 
Compensation programs 
and OSHA often have dif¬ 
ferent definitions for work- 
related injuries* 

It is preposterous to 
suggest that we would try 
to hide an OSHA injury 
while publicly appealing 
the workers' compensa¬ 
tion claim all the way to the 
Kentucky Supreme Court. 
The premise that lower 
insurance costs would drive 
underreporting is equally 
absurd. As a self-insured 
company, AK Steel annu¬ 
ally spends 10 times more 
for injury prevention than 
for medical claims resulting 
from workplace injuries. 

You failed to note that 
our company has third- 
party audits of our injury 



logs conducted by a former 
OSHA area director, and 
OSHA itself has audited qui 
logs and medical records. In 
the latter case, two inci¬ 
dents 《out of 350 records 
over five years) were moved 
from “first aid” to “medical 
treatment” because pre¬ 
scription medications had 
been administered. 

Finally, your bar chart 
gives AK Steel a 03 injury 
rnte-20% higher than our 
actual rate of O.25. 

Alan HL McCoy 

Vice-President Government & 
Public Relations 
AK Steel 

WE5T CHESTER. OHIO 

FINANCIAL REFORM 

MONKEY SEE r MONKEY 
DO AT THE BANKS 

In u First r Slap Limits on 
Bank Leverage ^ (New 
Business^ Mar. 2Z&29), an 
important point not made 
is that there is tremendous 
competition between banks. 
If one lowers its lending 
standards, in the short run 
it becomes more profitable 


because it takes in lots of 
new business. Other banks; 
then are forced to follow 
into the new and more 
dangerous waters. If they do 
not, profits lessen, bonuses 
shrink，employees leave T 
and the stock price de¬ 
clines. Thatis why we need 
government regulation— 
guidelines for a level playing 
field and risks understood 
by all the players* 

Ronald E. Miller 
Principal 

Plaatsdale Investment Advisors 

BRADFORD, COM N. 

POLITICAL CONTRIBUHOHS 

NO LIMITS ON 
CORPORATE GIFTS 

Regarding Jack Bogle’s 
Obamaesque rant on the 
Supreme Court (“it’s Time 
to Stand Up to the Supreme 
Court 厂 Outside Shot, 

Mar. 22 & 29): The way it 
works, gentlemen, is that 
shareholders elect directors, 
who elect officers. Together 
they decide what is best for 
the company* If sharehold¬ 
ers don^ like the results, 
they either elect different 
directors or sell their shares, 

Norris Goff 
UMDEN.VA, 


CORRECItONSfi 

CLARIFICATIONS 

In "No Job? Create One 1 ’ (Per¬ 
sonal Business, Mar. 22 & 29), 
the name of software company 
Textaurant was misspelled. 

Because of an editing error, 
u The Week in Business 1 ' 

(Mar. 15) misiderttified Repre¬ 
sentative Pete Stark (D-Calif.) 
as Philip Stark. 
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OUTSIDE SHOT 


BUSINESS VIEWS 


By BOB NARDELLI 

Job Creation: 

Enlist the Experts 

There’s an untapped resource available to 
the U.S. that could invigorate the economy 
—America’s best business minds 


On a recent trip to China, 1 was aston¬ 
ished when senior offtcials of Beijing 
and Tianjin proudly showed me plans 
fora iinancial and commercial city 
center already under construction. 

In Tianjin, two hours ? drive from the 
capital, a new skyline—including iS 
Chrysler Building -sized structures—is 
rising. The 102 raillio n - square - fo ot 
project is scheduled for completion 
within 24 months. Add this massive 
undertaking to imiltibilUon- dollar 
invesitments in high-speed rail, smart 
grids, and green tech T among others;, 
and you have government stimulus that 
can't help but bolster China's future. 

I left China with a seme of urgency 
over the pace of the U.S. economic 
recovery, A return to growth is not 
only a necessary condition for job 
creation and full economic recovery, 
it J s also the one sure way to sustain 
America r s standard of living and 
strengthen its competitiveness. But an 
indebted U,S. can’t play the stimulus 
game Beijing^ way. 

When 1 rejoined Cerberus last year 
and took over the operating respon¬ 
sibility for the roughly 50 companies 
in our portfolio^ I began seeing the 
economy through the lenses of all 
these enterprises. From banking to 
defense to biotech, they generate 
about i50 billion in annual revenues, 
Here^s another significant number: 
They support about 100^000 jobs and 
provide employment security for a vast 
mrniber of Americana whose incomes 


were in jeopardy when we acquired 
their distressed employerii. 

Over my nearly 40 years in busi¬ 
ness I’ve learned many lessons about 
making investments that create both 
returns and jobs. The best decisions 
rest on a foundation of facts, data, 
and objective analysis of alternatives. 
Politics，special interests, and ego—in 
the boardroom or on 
Capitol Hill—are the 
enemies of wise choices. 

And while the Belt- 
way boasts its share of 
economists, real experi¬ 
ence in making busi¬ 
ness investments has 
historically been limited 
in federal government* 

The increased friction 
in today r s Was hington 
makes matters even 
more complicated. 

The war between our 
political parties— 
partisanship simply for 
partis an e nds—k grind¬ 
ing governance to a halt. 

Moreover^ bureaucracy 
can stifle action once 
Congress makes a decision. Although 
the Administration did well to develop 
a stimulus package and shepherd it 
quickly through Congress, many feel 
that money from the American Recov¬ 
ery & Reinvestment Act of February 
2009 flowed too slowly. More than 
55,000 projects have been initiated, 


but the ranks of the unemployed grew 
by mote than 2 million from February 
2009 to January 2010. 

America, however, is rich in one 
resource that can help: bminessi lead¬ 
ers who excel at making decisions; that, 
despite budgetary constraints, drive 
growth and job creation. And tapping 
this resource may not be so difficult. 

The government could establish 
a stimulus strategy team comprised 
of very high-level former CEOs who 
are patriots first and have do politi¬ 
cal agenda, i’m thinking of such top 
executives as jack Welch, Lou Gerst- 
ner^ Andy Grove, Anne Mulcahy, A.G + 
Lafley, and Larry Bos sidy, who created 
millions of jobs during their careers , i 
know from interacting with men and 
women of this caliber that they would 
be willing to take on the mission of op¬ 
timizing government stimulus efforts. 
Working with the Commerce Dept, 
and other key agencies, they would set 
guidelines for government programs 
with budgets, deadlines, and bind¬ 
ing reconmiendations. 
They would conduct 
hearings to determine 
viable goals, while sup¬ 
porting industries with 
the highest potential 
yield in job creation, 
economic gains, and 
American competitive¬ 
ness. The emphasis 
would be on speed, 
accountability, and 
results. 

This body should 
have the authority to 
select, fund, and moni¬ 
tor projects j along with 
the power to revoke 
grants to projects that 
falter and redirect funds 
to more productive 
ends. Asa check on the commisiMon^ 
the White House and Congress would 
periodically measure its progress and 
keep it going or scrap it based on— 
what else?—its performance, I BW I 

Robert NardeUi is CEO ofCerh^us 
Operations Co. 
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$ 0 

Down Payment 

$ 0 

Security Deposit 

$ 0 

First-Month Payment 

$ 0 

Due at Lease Signing 

Excludes tax, title, license & dealer fees. 

Accord CrosstourEXfor $390 per month for 35 months thereafter (for well-qualified customers}! 

We’re making a big thing out of nothing. 


纽 EAUY At our Really BigThing Sales Event, there's a whole lot of nothing going on. Nothing due at signing, 
Nothing for the first month. Nothing as a security deposit. Nothing as a down payment. And what 
BCIIh do you get for all that nothing? You get to lease a Honda-the car thafs number one in brand 
loyalty. 1 So you know youII be able to depend on it for years to come. Ask your Honda dealer 
THING about this _ lease. Apart from the tax, title, license and dealer fees, there is nothing due at 
lease signing. And that’s really something. 


A SPECIAL SALES EV0VI 


0 

StM>pHonda v ooin 



♦Subject to limited aval lability through 5/3/10 JO approved lessees by Aiti^riOan Hfjndai Finance Corp. Closed'end for 2010 Actqrd Ciosstour. MSRP (include desiination K sx^ludfls tax, title, Hcense, 

registration, options and incursnte). Actual net capitalized cost $30,S92 - Require dealer contrititJtion, which could affect final negoti«t$d trans5ction. TotaI rnonthly payments $13,650. Option to purchase at l$ase 
end $19,140. Lessee responsible for rngfirtanance, excessive wear/tear and up to 2C4/mi1e over 12.000 miles/year. See participating dealer for complete details. [Based on MV09 Polk statistics as of January 2010 
for 10/00-09/09. Honda had the greatest percentage of households return lq purchase or lease another Honda vehicle. © 2010 American Honda Motor Co 』， Inc. 
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Why do we support 
science competitions? 

Because we all win. 





Each year, the Intel Science Talent Search* puts today's 
brightest young minds on the path to solving tomorrow's 
biggest challenges. And that can make a world of 
difference. Learn more at intel.com/inside. 


Sponsors of Tomorrow. 
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